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Taxation Section 
Epitep sy J. A. L. GuNN, F.1.C.A. 


PrIvATE COMPANIES 
Ascertainment of Distributable Income 


Two new sub-sections, (3) and (4), have been added to S. 103 of the 
Commonwealth Income Tax Assessment Act by the amending Act of 
1941. These provide that for the purpose of ascertaining the distributable 
income of a private company, it may elect that, in lieu of deducting 
from its taxable income any Commonwealth ordinary income tax paid 
during the income year, there shall be deducted any Commonwealth 
ordinary income tax payable in respect of the income of that income 
year. The concession does not extend to tax on undistributed income. 
Where a private company has elected to deduct Commonwealth ordinary 
income tax payable instead of paid, the election shall, unless the Com- 
missioner otherwise directs, be deemed to have been made also for the 
purpose of ascertaining the distributable income of that company for 
all subsequent years. 

The official explanation of the above amendment is as follows :— 

“For Private Company Tax purposes the distributable income of a 
Private Company is its taxable income less certain allowances including 
Commonwealth income taxes paid by the company during the income 
year. State income taxes paid during that year are allowed in arriving 
at the taxable income. 

“In a year in which there is a substantial increase in profits or a steep 
rise in the rate of company taxation, the deduction of State and Com- 
monwealth taxes paid is inappropriate for determining the true quantum 
of the company’s income which is distributable to its shareholders. 

“Before the real distributable income may be determined, it is 
necessary that an allowance be made of the amount by which the 
company’s profits are diminished by the taxes payable on those profits. 

“The effect of deducting relatively low taxation paid on profits of a 
preceding year from increased profits of a succeeding year on which 
high taxation is payable is to arrive at a figure of distributable income in 
excess of the amount which is actually available for distribution to 
shareholders. Consequently, the company’s liability for payment of 
additional income tax is disproportionate to its true profits. This 
position is accentuated by the withdrawal last year of the exemption 
formerly allowed to private companies of one-third of its distributable 
income free from the liability to additional tax payable on undistributed 
income. 

“The proposed amendment is designed to remedy this position by 
permitting private companies to exercise an option to deduct ordinary 
Commonwealth income taxes payable in respect of the income of the 
year of income in lieu of taxes paid during the year of income. 
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“It is proposed that an option in favour of taxes payable should be 
irrevocable, unless there are circumstances in any particular case which, 
in the opinion of the Commissioner of Taxation, justify reversion by the 
company to the allowance of taxes paid. 

“It is not proposed that private companies shall be permitted to deduct 
State income taxes payable on income of the year of income in lieu of 
taxes paid during the year of income. 

“Such an extension of the option would involve serious administrative 
difficulties, including delays in the collection of revenue. Moreover, the 
steep rise in company rates of tax over the pre-war level is confined 
almost exclusively to Commonwealth taxes.” 

The amendment applies to income year ended June 30, 1941, (or 
substituted accounting period), and subsequent years. 

The above concession does not extend to non-private companies. 

It is suggested to readers who wish to take advantage of the concession 
that the notice of election should be along the following lines :— 


“Commonwealth Income Tax Assessment Act, 1936-41 
Notice of Election Under S. 103 (3) 


_ ReSeremce Nei. cccccscccecces 
The Deputy Commissioner of Taxation, 


De dcatkcekelewseatunehacesanes Pe SOE GP 1s 5 ds cde ne veddasdesennndinns 
EATS IR PEO EERO in the NPS ci incas cras tcp Gacca nator bk thie Kaas ae ow are 
in pursuance of S. 103 (3) of the Commonwealth Income Tax Assessment Act, 
1936-41, hereby elect, on behalf of the said company, for the purpose of ascertaining 
the distributable income of the company, that, in lieu of deducting from the 
company’s taxable income any income tax paid under the said Act (other than 
the tax paid under Division 7 of Part III of the said Act) in the year of income, 
there shall be deducted any income tax payable under the said Act (other than the 
tax payable under the said Division 7) in respect of the income of that year of 
income. 


Date Public Officer. 





REBATE OF TAX ON INCOME TAXED IN THE UNITED KINGDOM 
AND IN AUSTRALIA 


Section 159 (6) of the Commonwealth Income Tax Assessment Act 
has been amended by the 1941 Act to read as follows :— 

“Except where an application for the rebate accompanied by all the information 
necessary for the purpose of ascertaining the amount of the rebate is lodged with 
the Commissioner prior to the thirtieth day of June, One thousand nine hundred 
and forty-two, a rebate under this section, or under section eighteen of the previous 
Act, shall not be made unless the taxpayer makes application for the rebate within 
six years after the date upon which the tax, in respect of which the rebate is 
sought, became due and payable and, within that period, supplies to the Com- 
missioner all the information necessary for the purpose of ascertaining the amount 
of the rebate.” 

Section 159 provides for the allowance by the Commonwealth of a 
rebate of tax where income which is derived from sources in Australia 
is subject to tax in the United Kingdom and in Australia. As pointed 
out by the Commonwealth Treasurer, prior to the incorporation in the 
Principal Act of subs. (6) of S. 159, there was no limitation as to the 
time in which an application for the allowance of the rebate of tax might 
be made. On the enactment of subs. (6) in 1940, it was necessary that 
applications for the rebate lodged after November 28, 1940, should be 
made within six years after the date on which the tax, in respect of 
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which the rebate was sought, became due and payable. In the absence 
of a time limitation in S. 159, many taxpayers had deferred lodgment. of 
their applications until they had received from the United Kingdom the 
particulars necessary for the calculation of their rebate. Those taxpayers 
who had failed to apply for the rebate before November 28, 1940, were 
deprived, by the operation of subs. (6), of their right to the rebate for 
years outside the six-year period. As the provision operated harshly 
in many instances, the period for application for the rebate has been 
extended to June 30, 1942. Applications lodged after that date will be 
effective only if lodged within the six-year period. 





Exempt Ex-AuSTRALIAN INCOME 
The following proviso has been added to S. 23 (q) of the Common- 
wealth Income Tax Assessment Act by the Amending Act of 1941. 
“Provided that this paragraph shall not apply to exempt any income unless— 

(a) where there is a liability for payment of income tax in the country where 
that income is derived—the Commissioner is satisfied that the tax has been 
or will be paid, or 

(b) where the outgoings incurred in producing that income exceed that income 
—the Commissioner is satisfied that the tax would have been paid in the 
country where it is derived if the income had exceeded the outgoings.” 


Section 23 (q) exempts income derived by a resident of Australia 
from sources out of Australia where that income is not exempt from tax 
in the country where it is derived. In support of the 1941 proviso the 
Commonwealth Treasurer stated in his Explanatory Memorandum that, 
in practice, it has been found in a number of cases that owing to the 
ineffectiveness of the revenue laws of some ex-Australian countries, the 
Australian resident escapes payment of income tax on income derived in 
those countries although, technically, the income is not exempt from the 
ex-Australian income tax. In these circumstances, the Australian 
resident previously enjoyed freedom from the payment of tax either to 
the Commonwealth or to the Government of the country where the 
income was derived. The proviso removes this anomaly in the law by 
providing that the exemption from Commonwealth income tax shall 
apply only to those cases where the income is not exempt from income 
tax outside Australia and the Commissioner is satisfied that tax has been 
or will be paid by the Australian resident to the revenue authority of 
the country where the income is derived. 

Paragraph (b) of the new proviso deals with the position where an 
Australian resident sustains an ex-Australian loss :— 

(i) If the income had exceeded the outgoings, and the income would 
have been exempt from income tax in the country in which it 
was derived, the ex-Australian loss is not deductible in the 
taxpayer’s Commonwealth income tax assessment. 

(ii) If the income had exceeded the outgoings, and the income would 
not have been exempt from income tax in the country in which 
it was derived, but the Commissioner is not satisfied that the 
ex-Australian tax would have been paid on the income, the 
ex-Australian loss is not deductible for purposes of Common- 
wealth income tax. 

(iii) If the income had exceeded the outgoings, and the Commissioner 
is satisfied that tax would have been paid on the income in the 
country in which it was derived then the loss is an allowable 
deduction to the taxpayer in his Commonwealth assessment. 

The position under the Commonwealth Act, 1936-1941, regarding 
ex-Australian dividends was discussed in the November and December, 
1941, issues of the Journal. 
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Ex-New South Wales Income Derived by Resident of New South Wales 


A drastic change has taken place in the New South Wales income tax 
law relating to income derived by a resident of New South Wales from 
sources outside that State. 

Section 16 (t) of the New South Wales Act of 1936 provided for 
the exemption of income derived by a resident from a source out of New 
South Wales, to the extent to which it was not— 

(a) income derived from a New South Wales source or deemed by 

the 1936 Act to be so derived; or 

(b) income which was expressly included by the 1936 Act in the 

taxpayer’s assessable income. 

This exemption is not contained in the 1941 New South Wales Income 
Tax Management Act, which provides, by S. 21, that the assessable 
income of a resident taxpayer shall include the gross income derived 
from all sources whether in or out of New South Wales, except income 
which is expressly declared to be exempt. 

Where, however, a resident derives income from an ex-New South 
Wales source and any tax, except Commonwealth tax, is paid out of 
New South Wales and within the British Empire on that income he is 
entitled to a rebate of the New South Wales tax or the ex-New South 
Wales tax on that income, whichever is the less, S. 204. 

Thus, for example, income from a business carried on outside New 
South Wales; ex-New South Wales salary, interest, rents, etc., are now 
subject to New South Wales income tax if derived by a resident of that 
State. The taxpayer is, however, entitled to the S. 204 rebate in respect 
of tax paid elsewhere in the British Empire. 

Under the 1936 Act dividends received from a company that did not 
carry on business in, or derive income from sources in, Australia, and 
dividends paid wholly and exclusively out of exempt ex-Australian 
income were exempt. The 1941 Act has removed this exemption. 





PENSIONS ExEmMPT UNDER COMMONWEALTH ACT 


Section 23 (k) of the Commonwealth Income Tax Assessment Act, 
as amended by the 1941 Act, provides that the following income shall be 
exempt from income tax :— 

“(k) pensions, attendants’ allowances, detention allowances and payments of a 

like nature paid under the Australian Soldiers’ Repatriation Act, 1920- 
1940, or undér the Seamen’s War Pensions and Allowances Act, 1940, 
and wounds and disability pensions of the kinds specified in sub-section (2) 
of section sixteen of the Finance Act 1919 of the United Kingdom;” 

The Seamen’s War Pensions and Allowances Act of 1940 provides 
for the payment by the Commonwealth of pensions to Australian 
mariners or their dependants where the mariner becomes incapacitated 
or dies as a result of having sustained a war injury in the course of his 
employment. The Act also provides for payment by the Commonwealth 
of allowances to Australian mariners who suffer detention by reason of 
their employment. 

As stated in the Commonwealth Treasurer’s Explanatory Memoran- 
dum, it is inappropriate that these pensions and detention allowances 
should be subject to diminution by the Commonwealth in the form of 
income tax. Accordingly, they have been declared exempt from Com- 
monwealth income tax by the Amending Act of 1941. The exemption 
applies to such income derived during year ended June 30, 1941, and 
subsequent years. 
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Pensions Exempt Under New South Wales Act 
The following pensions are exempt under the New South Wales 
Income Tax Management Act of 1941 :— 

(a) A pension or payment of a like nature paid under the Australian 
Soldiers’ Repatriation Act, 1920-1940. N.B.—Pensions paid 
under that Act were also exempt under S. 16 (1) of the 1936 Act. 

(b) A pension or payment of a like nature paid under the Common- 
wealth Seamen’s War Pensions and Allowances Act, 1940. 
N.B.—This new exemption is in conformity with S. 23 (k) of 
the Commonwealth Act as amended by the 1941 Act. It is con- 
sidered that the words “payment of a like nature” include deten- 
tion allowances, etc., payable under the Seamen’s War Pensions 
and Allowances Act. 

(c) A wounds and disability pension of the kind specified in S. 16 
(2) of the United Kingdom Finance Act, 1919. N.B.—The 
combined effect of Ss. 16 (t) and 19 (1) (q) of the New South 
Wales Act of 1936 was to exempt pensions received by a resident 
of New South Wales in respect of any past employment or service 
rendered wholly outside Australia. Under the New South Wales 
Act of 1941 a resident is assessable in respect of all ex-New 
South Wales income derived by him, unless declared to be 
exempt. In view of this change in the law, British war pensions 
are specifically exempted from New South Wales income tax by 
S. 19 (1) of the 1941 Act. 

(d) A pension paid under the Widows’ Pensions Act. N.B.—This 
exemption was provided for by S. 10 (d) of the Unemployment 
Relief Tax and Social Services Tax (Management) Acts. 

(e) A pension paid to a non-resident of New South Wales who is a 
resident of Australia to the extent to which such pension is liable 
to income tax under the law of any other State of Australia. 
N.B.—This exemption was contained in S. 23 (1) of the New 
South Wales Act of 1936. 

(f) A pension derived by any person domiciled in New South Wales 
whose net income from all sources during the year of income does 
not exceed £200. N.B.—This exemption was contained in S. 10 
(m) of the repealed Unemployment Relief Tax and Social 
Services Tax (Management) Acts. 


Pensions Derived by Resident of New South Wales From Source 
Out of New South Wales 

As previously stated, the New South Wales Act of 1941 provides that 
the assessable income of a resident taxpayer shall include the gross 
income derived directly or indirectly from all sources whether in or out 
of New South Wales unless declared to be exempt, S. 21 (1) and (4). 
Thus a resident of New South Wales who derives a pension from a 
source outside New South Wales is assessable unless he is domiciled in 
New South Wales and his net income from all sources during the income 
year does not exceed £200, S. 19 (1) (v). Section 204 of the 1941 Act 
provides, however, that where a resident of New South Wales derives 
income from a source out of New South Wales and any tax (other 
than tax imposed by the Commonwealth) is paid by him out of New 
South Wales and within the British Empire on that income he shall be 
entitled to a rebate in his assessment of an amount equal either to the 
ex-New South Wales tax so paid or to the New South Wales income 
tax on that income, whichever is the less. 
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REBATE OF DIVIDENDS TO RESIDEN’r COMPANIES 


Prior to its amendment by the 1941 Act, S. 46 (1) of the Common- 
wealth Income Tax Assessment Act read :— 

“Subject to this section, a shareholder, being a company which is a resident, shall 
be entitled to a rebate in its assessment of the amount obtained by applying to that 
part of the dividends included in its taxable income— 

(a) in the case of dividends to which the provisions of the last preceding section 
apply— 
(i) the rate of tax payable by companies for the year of tax, or 
(ii) sixteen pence, 
whichever is the less; and 
(b) in any other case—the rate of tax payable by companies for the year of 
tax.” 


The whole of the words appearing in italics have been deleted by the 
1941 amending Act. 

This amendment is consequential on the repeal of S. 45. The rate of 
16d. referred to above is the 1930-31 rate of tax payable by a company 
on interest to which S. 20 of the Commonwealth Debt Conversion Act 
applies. As the concession contained in S. 45, in respect of Common- 
wealth loan interest included in dividends, has been withdrawn, the 
provisions for the allowance, to resident companies, of the rebate of tax 
at 16d. are no longer necessary. 

In common with other dividends included in the taxable income of a 
resident company, dividends which are received by a company on and 
after July 1, 1940, and which have been paid out of Commonwealth 
loan interest, are taxable at the full flat rate payable by companies levied 
for the year of tax (i.e., 4/- in £ for year of tax, 1941-42), and are 
subject to rebate of tax at the same rate. 





EXEMPTION OF CHILD ENDOWMENT 

A new paragraph has been inserted in S. 23 of the Commonwealth 
Income Tax Assessment Act, by the Amending Act of 1941. This 
paragraph (ka) provides for the exemption of “payments by way of 
endowment under the Child Endowment Act, 1941.” 

The Commonwealth Treasurer stated in his Explanatory Memoran- 
dum that as the child endowment benefit is required to be applied in 
the maintenance, training and advancement of the child in respect of 
whom it is granted, he considered that the endowment payments should 
not be diminished by income tax. 

The amendment operates from the initial payment of child endowment. 

Section 19 (m) of the New South Wales Income Tax Management 
Act, 1941, exempts income which is— 

(i) a payment in respect of any children under the Commonwealth 
Child Endowment Act. This exemption is in conformity with 
new S. 23 (ka) of the Commonwealth Act; 

(ii) a payment made in respect of children under the Child Welfare 
Act, 1939; 

(iii) a payment made to any person as charitable relief by any Govern- 

ment department or agency. 

N.B.—The exemptions provided by (ii) and (iii) were contained in 
paragraphs (f) and (g) respectively of S. 10 of the Unemployment 
Relief Tax and Social Services Tax Acts. 





New Soutu Wates Income Tax 
Deductions From Dividends Under Division 14 of 1941 Act 


A correspondent has raised certain queries in connexion with the 
practical operation of Division 14 of the new Income Tax Management 
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Act, 1941 (New South Wales), in so far as it relates to deductions from 
dividends. The case is that of a company with a share register of 
nearly 600 members. Slightly more than 10% of its income is derived 
from New South Wales sources. Nearly two-thirds of the shareholders 
receive dividends of under £10. 

The correspondent asked whether any ruling has been given by the 
Commissioner as to the minimum deduction to be made from dividends. 
For example, supposing a shareholder of this company is entitled to a 
dividend of £5, and that 10%, or 10/-, is deemed to be out of New 
South Wales profits. Does the Commissioner insist on the company 
paying threepence (under Section 169 (1) (b)), with the right of 
recouping this amount under sub-section (2)? If the answer is in the 
affirmative, what is the lowest limit for practical purposes? For example, 
supposing that, out of a dividend of £1 payable to a shareholder, 2/- 
was attributable to New South Wales sources. Is the company liable to 
pay one penny tax? Similarly, if the amount were 4/- instead of 2/-, is 
the company to pay (and deduct) one penny or two pence? 

Another point concerns whether, in calculating the amount of dividend 
deemed to be paid out of profits from New South Wales sources, it is 
sufficient to stop at the nearest whole per cent., i.e., 12%, when the 
actual result would be 12°63%? If not, does the Commissioner insist on 
any standard number of decimal places to which the calculation should 
be carried ? 

On receipt of this problem, it was submitted to the New South Wales 
Commissioner for his ruling. Mr. McMahon advises that, where the 
percentage of dividends taxable under Section 169 of the Income Tax 
Management Act, 1941, paid to non-residents is less than £1, tax need 
not be deducted. Similarly, where the amount exceeds £1, shillings and 
pence may be omitted and tax forwarded in respect of each complete £. 

The taxable percentage should be obtained from the New South Wales 
Department, and will be the nearest percentage excluding decimal points, 
e.g., if the percentage was 12°49% the percentage used would be 12% ; 
if the percentage was 12°50% the percentage would be 13%. 





DISPOSAL OF ASSETS OF A BUSINESS 


Section 36 (1) of the Commonwealth Income Tax Assessment Act, 
as amended by the 1941 Act, provides that where the whole or part of 
the assets of a business carried on by a taxpayer is disposed of by sale 
or otherwise . . . and the assets include any property being trading stock, 
standing or growing crops or crop stools, or trees which have been 
planted and tended for the purpose of sale, the value of the property 
shall be included in his assessable income. . . . 

The words appearing in italics were inserted by the 1941 Act. As 
pointed out in the Treasurer’s Explanatory Memorandum, S. 38 in its 
previous form was not sufficiently comprehensive to include in assessable 
income sales of growing timber which had been afforested for com- 
mercial purposes. There is no essential difference in principle between 
profits derived from the sale of growing crops and crop-stools, and 
profits arising from the sale of growing timber which has been 
afforested as a commercial proposition. Section 36 has accordingly 
been extended to include in assessable income the proceeds from the 
sale of growing timber which has been commercially afforested. The 
Commonwealth Treasurer states that the amendment will not have the 
effect of bringing within assessable income sales of other growing 
timber. 
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Correspondingly, S. 31 (1) of the New South Wales Income Tax 
Management Act, 1941, provides for the inclusion of “standing timber 
(where the growing of or dealing in timber formed part of the business 
of the taxpayer ).” 





SECRECY PROVISIONS OF COMMONWEALTH INCOME TAX 
ASSESSMENT ACT 


The object of S. 16 of the Commonwealth Income Tax Assessment 
Act is to ensure that secrecy shall be observed concerning the affairs 
of taxpayers. It provides, however, that information may be disclosed to 
certain authorities specified in the Section. The Amending Act of 1941 
extends the authority to give information to— 

(a) the Director-General of Health for the purpose of the administra- 
tion of any law of the Northern Territory (as well as any law 
of the Australian Capital Territory), which is administered by 
the Minister of State for Health; and 

(b) the Commonwealth Prices Commissioner. 

With regard to (a) the communication of information to the Director- 
General of Health is necessary for the purposes of the Northern Territory 
Medical Benefits Tax Ordinance, 1941. Commonwealth income tax 
returns are used for the purpose of assessing tax under that Ordinance. 
Opportunity was taken to correct the description of the Territory of 
the Seat of Government. 

With regard to (b) the Commonwealth Treasurer stated that the 
inclusion of the Commonwealth Prices Commissioner amongst those to 
whom taxation information may be communicated implements a recom- 
mendation of the joint Parliamentary Committee on Profits. The Com- 
mittee expressed the opinion that information in the possession of the 
Commissioner of Taxation might at times prove useful to the Prices 
Commissioner in carrying out his investigations. 

The Prices Commissioner and his officers are subject to the same 
obligation to maintain secrecy as are taxation officers. During the 
passage of the Bill a provision was inserted that an officer or person 
shall be deemed to have communicated information to another person in 
contravention of S. 16 (2) and (5) if he communicates that information 
to any Minister. This applies to all authorities, including persons under 
their control, to whom taxation information may be communicated 


under S. 16. 





DISALLOWANCE OF ACCOUNTANCY FEES IN INCOME TAx 
ASSESSMENTS 


In response to request by the New South Wales Taxpayers’ Asso- 
ciation for an amendment of the income tax law so as to grant a 
deduction of accountancy fees and fees paid for the preparation of 
income tax returns in those cases where the taxpayer does not carry on 
a business, the former Commonwealth Treasurer, Mr. Fadden, replied 
as follows :— 

“With regard to the question of Accountancy Fees and fees paid for 
the preparation of income tax returns by persons who do not carry on 
business, I wish to say that, after discussing this matter with the Com- 
missioner of Taxation, I cannot recommend amendment of the Income 
Tax Assessment Act to permit allowance of this class of deduction. 

“These expenses play no part in the derivation of the taxpayer’s 
income, and the services which the Accountant renders as consideration 
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for his fee are similar in character to those which would be performed by 
a private secretary and are, therefore, of a private nature. 

“The advantages which inure to the Commonwealth and the Taxation 
Department from the employment by taxpayers of Accountants to take 
charge of their financial affairs are quite appreciated, but I might state 
that the last Conference of Commonwealth and State Commissioners of 
Taxation, after considering recent decisions of the Income Tax Board of 
Review refusing to allow these expenses, unanimously agreed that the 
field of allowable deductions should not be extended to include 
Accountancy Fees of this nature. 

“In these circumstances, and in view of the revenue needs of the 
Government, I am unable to accede to this request.” 

To this reply, there are the following answers :— 

(1) It is anomalous to grant the allowance to taxpayers who carry 
on a business and deny it to those whose income is derived from 
other sources. 

(2) It is desirable in the interests of the Revenue that all taxpayers 
should be encouraged to engage expert assistance in the keeping 
of proper books and records and in compiling their income tax 
returns. 





ASSESSMENT OF PRIVATE COMPANIES UNDER New SoutH WaALEs Act 
Where Shares Held in Trust for Unmarried Minors 

Section 129 (2) of the New South Wales Income Tax (Management ) 
Act of 1936 provided as follows :— 

“Where by virtue or in consequence of any disposition made, directly or 
indirectly, by any person either before or after the commencement of this Act, any 
income is payable to or accumulated, or applicable for the benefit of a child of that 
person, such income shall, if and so long as the child is a minor and unmarried, be 
deemed for the purposes of this Act, to be the income of the person, if living, by 
whom the disposition was made.” 

The N.S.W. Taxpayers’ Bulletin, August, 1941, issue, reports the 
following interesting decision of the New South Wales Board of Appeal. 

The Board held that the abovementioned subsection applies only 
where there has been an actual payment accumulation or application of 
income in favour of the unmarried minor. It does not apply where there 
is only a notional distribution of income, e.g., for the purpose of assessing 
private company tax under Division 9 of Part III of the New South 
Wales Act. 

The new New South Wales Act of 1941 remedies this defect. 
Section 141 (2) (g) provides that, where dividends of a private 
company, if paid, would be assessable against a person who has created 
a revocable trust, or would be assessable against a person who has made 
a disposition in favour of unmarried minors, such person shall, for the 
purpose of calculating private company tax, be deemed to be the share- 


holder. 





EXEMPTION OF DEPENDANTS’ ALLOWANCES TO MEMBERS OF 
DEFENCE Force 

Section 23 of the Commonwealth Income Tax Assessment Act has 
been amended by Act No. 69 of 1941 to provide for the exemption of 
“(t) in the case of a member of the Defence Force, payments made by 
way of dependants’ allowances.” 

The above exemption applies to income year ended June 30, 1940, and 
all subsequent income years. 
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Loss oN Property ACQUIRED FOR PROFIT-MAKING 

Section 26 (a) of the Commonwealth Income Tax Assessment Act 
provides that the assessable income of a taxpayer shall include profit 
arising from the sale by the taxpayer of any property acquired by him 
for the purpose of profit-making by sale or from the carrying on or 
carrying out of any profit-making undertaking or scheme. Correspond- 
ingly, S. 52 of the same Act allows a deduction of losses sustained on 
these speculative transactions. 

A proviso has been added to S. 52 by the Amending Act of 1941. 
This provides that, in respect of property acquired by the taxpayer after 
the commencement of the proviso, i.e., December 31, 1941, no deduction 
shall be allowable under S. 52 unless the taxpayer, not later than the 
date upon which he lodges his first income tax return under the Com- 
monwealth Act after having acquired the property, notifies the Com- 
missioner that the property has been acquired by him for the purpose of 
profit-making by sale or for the carrying on or carrying out of any 
profit-making undertaking or scheme. An exception is made, however, 
where the Commissioner, being satisfied that the property was acquired 
for this purpose, otherwise directs. 

In explanation of the above amendment, the Commonwealth Treasurer 
stated that the question whether losses made by taxpayers are capital 
losses on investments and so not deductible, or whether these losses are 
deductible under S. 52, is a source of frequent contest between taxpayers 
and the Department. It was considered that these contests would be 
minimised by requiring that the deduction of speculative losses are con- 
ditional on the taxpayer disclosing, in the first income tax return lodged 
by him after the acquisition of the property, that it was acquired for 
resale at a profit. Failure by the taxpayer so to declare will not be 
conclusive against him as the Commissioner is empowered to direct that 
the loss be allowed, if he is satisfied that the property was acquired by 
the taxpayer for the purpose of profit-making by sale or for the carrying 
on or carrying out of any profit-making undertaking or scheme. 

A taxpayer who is dissatisfied with the Commissioner’s decision has 
the right of reference to the Board of Review. 





COMMONWEALTH INSTITUTE OF ACCOUNTANTS 
FinAL EXAMINATION, Octoser, 1941 
Federal Income Tax Law and Practice 
Model Answers 
N.B.—The numbers in square brackets refer to the relevant para- 
graphs of Commonwealth Income Tax, by J. A. L. Gunn. 
Question 1 
William Brown, a Public Accountant, furnishes you with the following 
information for the purpose of compiling his Federal Income Tax 
Return for the year ended June 30, 1941 :— 


Receipts— 
(1) Gross Fees from practice .. .. ac ee ne we Se 
(2) Share of Partnership in Murray Station .. .. so he 800 
(3) Dividends—(a) Western Gold Mining Co. Ltd. 
(Western Australia) . 400 
(b) Bakeries Ltd. (New South Wales) . 200 
(c) Mount North Copper Mines Ltd. 
(Tasmania) . 100 


(4) —— ey out of income of Father’s Estate in terms 


Will . 1,500 














1942 THE AUSTRALIAN ACCOUNTANT 


Expenditure— 
(5) Rent, Salaries and Office Expenses .. .. .. .. .. .. £4,000 
(6) Personal Drawings during year .. .. <a ve se Eee 
(7) Donations—(a) Australian Comforts Fund .. .. .. 200 
(b) Gifts to Public Charities .. .. . 100 
(8) Annual Payment to Wife in terms of Deed of Separation 200 
(9) Life Insurance Premiums .. .. ose bad 150 
(10) State Income Tax—Personal Exertion .. .. .. £700 
DUE 6s. 66 64.04 06 ss 
—- 850 
(11) Federal Income Tax—Personal Exertion .. .. .. £800 
a 
1,020 





(12) During the year he applied for and was allotted 1,000 shares in 
New South Wales Wolfram Mines Ltd., on which he paid 5/- 
per share on application, and calls of 4/- per share. 

(13) He also applied for and was allotted 800 £1 shares in Moving 
Pictures Ltd., upon which he paid 7/6 per share as application 
and allotment money, and 4/- per share as the first call. 

(14) He paid Medical Expenses and: 

(15) Dentist’s Fees of £30 and £40 respectively during the year. 


Prepare the Return as requested, distinguishing between his Net 
Personal Exertion and Net Property Income. 





Answer 1 
Federal Return of Income for year ended June 30, 1941, of William 
Brown. 
Personal 
Gross Income Exertion Property 
(1) Gross fees from praetice [13] .. .. .. .. £9,000 -- 
(2) Share of —— income in saci 
Station [226] . es 800 — 
(3) Dividends: [107] et ‘seq and Supp. 
(b) Bakeries Ltd. (N.S.W.) .. . -- £200 
(c) Mount North Deseaieth Mines Ltd. 
(Tas. . ‘ ~- 100 
(4) Annuity [26] . i ee eh. 66-08 1,500 — 
£11,300 £300 





Deductions : 
(5) Rent, Salaries and Office Expenses [126] £4,000 -— 
(7) Donations—(a) Australian Comforts Fund 
[155] Supp... .. 200 “= 
(b) Gifts to Public Charities 
[154] and arte seta 100 — 


(9) Life Insurance premium [194] .. 100 -- 
(10) State Income Tax [144] .. 700 £150 
(12) Calls on shares in N.S.W. Wolfram Mines 

Ltd. [157] .. 200 -— 


(14) Medical Expenses [192] . aa wer we 30 — 

















THE AUSTRALIAN ACCOUNTANT FEB. 





Summary : 
OE ee £300 
ear ee eee 5,330 150 
ee ee ee eer £150 








Notes: (3) (a) Dividends from gold mining companies in Australia 
or in the Territory of New Guinea are exempt provided they are paid 
wholly and exclusively out of exempt gold-mining profits. It is assumed 
that the dividend from Western Gold Mining Co. Ltd. (W.A.) satisfies 
this condition and if so, it is exempt from Federal Income Tax. [115] 
Supp. 

(4) Where there is a trustee for an annuitant, the income is treated 
as of the same character in the hands of the annuitant as it was in the 
hands of the trustee. The question does not state the source of the 
income and it has been assumed that the income was derived from 
personal exertion. 

(8) Annual payments made to a wife under a deed of separation are 
not allowable deductions to the husband, and the recipient is not 
assessable thereon. [64.] 

(9) The maximum allowance for Life assurance premiums is £100. 
The premiums must be paid for insurance on the life of the taxpayer, or 
of his or her spouse, or his or her children (irrespective of age). The 
premiums need not be paid in Australia. [194.] 

(12) Calls paid by the taxpayer in the year of income on shares 
owned by him in a mining company or syndicate carrying on mining 
operations in Australia (which includes Papua) for gold, silver, base 
metals, rare minerals or oil were an allowable deduction prior to the 
amending Act of 1941 up to the extent of the net income. N.B.—The 
deduction in respect of calls was abolished by the Commonwealth 
amending Act of 1941. In lieu thereof a taxpayer is granted a rebate 
under new S. 160AA. See January, 1942, issue of the Journal. [157.] 

(14) It is assumed that the medical expenses, £30, were paid by the 
taxpayer in respect of himself, his wife or any of his children under the 
age of 21 years. [192.] 

(15) The Commonwealth Income Tax Assessment Act does not 
provide for the allowance of dental expenses as a concessional deduction. 
Question 2 

A Taxpayer consults you as to whether a company in which he is a 
shareholder is a Private Company under the Federal Income Tax Acts. 
Set out in clear terms your reply to such enquiry. 

Answer 2 

A “private company” means a company which is under the control of 
not more than seven persons, and which is not a company in which the 
public are substantially interested or a subsidiary of a public company 
(S. 103 (1)). 

A company shall be deemed to be under the control of any persons 
where the major portion of the voting power or the majority of the 
shares is held by those persons and nominees of those persons or where 
the control is, by any other means whatever, in the hands of those 
persons (S. 103 (2) (c)). 

“Nominee” of any person means one who may be required to exercise 
his voting power at the direction of, or holds shares directly or indirectly 
on behalf of, that person and includes a relative of that person (S. 103 
(1)). 

“Relative” means a husband or wife or a relation by blood, marriage 
or adoption (S. 6). 
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Persons in partnership and persons interested in the estate of a 
deceased person or in property held in trust shall respectively be deemed 
to be a single person (S. 103 (2) (d)). 

A company shall be deemed to be a company in which the public are 
substantially interested if shares of the company (not being shares 
entitled to a fixed rate of dividend, whether with or without a further 
right to participate in profits) carrying not less than twenty-five per cent. 
of the voting power, have been allotted unconditionally to, or acquired 
unconditionally by, and are at the end of the year of income beneficially 
held by, the public (not including a private company) and any such 
shares have in the course of that year been quoted in the official list of a 
stock exchange (S. 103 (2) (a)), not necessarily in Australia. 

A company shall be deemed to be a subsidiary of a public company if, 
by reason of the beneficial ownership of the shares, the control of the 
company is in the hands of one or more companies, none of which is 
a private company (S. 103 (2) (b)). 


Question 3 
Define “Distributable Income” as applied to Private Companies, and 
state what constitutes a “sufficient distribution.” 


Answer 3 
“Distributable Income,” as applied to Private Companies, means the 
amount obtained by deducting from the taxable income of a company: 
(a) all taxes which, in the year of income, are paid under the present 
or the previous Income Tax Assessment Act, or paid in any 
country out of Australia in respect of income of the company 
which is taxable under such Acts, less any refund received in 
the year of income of any tax referred to in this paragraph, and 
(b) the net loss, except to the extent to which it is a loss of a capital 
nature, incurred by the company in the year of income in carrying 
on its business out of Australia. [251] and Supp. 











Example: 
ER wa on 04 eb tee: oe eh dees oe ase eee 
Deduct— 
Commonwealth Income Tax paid .. .. .. £2,000 
OS UE a ns ce ae te We ee'G 4,000 
£6,000 
Less— 
Refund of Commonwealth Income Tax, 
£2,400, of which £2,000 only is to be brought 
RE sx “ow ae 02 00 we se cs ct Se 
4,000 
N.B.—The amount by which the refund of 
Commonwealth Income Tax, £2,400, exceeds 
the Commonwealth Income Tax paid, £2,000, 
namely, £400, is not to be deducted from the 
ex-Australian loss in calculating the dis- 
tributable income. 
I SD oc: wk kine Ke ae <0 Ke Re Geo 


In order to make a “sufficient distribution” of its income of the year 
of income, a private company must, before the expiration of six months 
after the close of that year, pay in dividends, out of the taxable income 
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of that year, the whole of its “distributable income.” [251] et seq. 
Supp. 

N.B.—The following alterations to the Commonwealth law have been 

made by the amending Act of 1941 :— 

(a) In the case of a non-resident, private company dividends paid 
before the expiration of nine months after the close of the year 
of income are deductible in calculating whether or not the 
company has made a sufficient distribution. 

(b) A private company is granted the option of deducting Common- 
wealth ordinary income tax payable in respect of the income of the 
income year in lieu of Commonwealth ordinary income tax paid 
during the income year. 


Question 4 

When a company is liable to pay super-tax, and its taxable income 
includes a dividend paid out of income on which super-tax has been paid 
by the Company which paid the dividend, can either Company claim a 
rebate ? 

If so, state which and upon what basis. 


Answer 4 
The company receiving the dividend is entitled to a rebate of an 
amount ascertained by applying the rate of super-tax payable by com- 
panies for the year of tax to an amount which bears the same proportion 
to the excess of the taxable income over £5,000 as the dividend or part 
of the dividend bears to the total taxable income. [117] Supp., p. 11. 
Example: 
Taxable Income (which includes a_ dividend 
(£20,000) from a company paid out of income on 








which super-tax has been paid) .. .. .. .. .. £33,810 0 O 
I oA shee sang ares ons, be apie oil Disie si 5,000 0 O 
ey OIE oc: 54 a6. 04 40-0000 0k bs a Ee 
Super-tax on £28,810 at 1/- in £.. . . £1,440 10 0 


Rebate under S. 46 (2A)—1/- in “£ on amount 
which bears the same proportion to excess of 
taxable income over £5,000 (£28,810) as the 
dividend (£20,000) bears to the total taxable 
income (£33,810) 





20,000 tle * 

33.810 of £28,810 = £17,042 

Rebate—£17,042 at 1/- in £.. .. .. .. wee. 852 2 0 
a ee er ae £588 8 0 








Question 5 
A taxpayer desires to know whether he may claim any deductions in 
his return for his— 
(a) Wife. (d) Mother. 
(b) Sister. (e) Children. 
(c) Brother. 
Advise him fully. 


Answer 5 


(a) Wife: A resident taxpayer is allowed £50 in respect of his wife, 
subject to the following conditions: 
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(1) the wife must also be a resident of Australia, and 
(2) she must be wholly maintained by the taxpayer. 


) The wife shall be deemed to be wholly maintained by the tax- 
payer if her separate net income derived from all sources in the 
year of income does not exceed £50, and the taxpayer con- 
tributes to her maintenance. 

A proportionate allowance is granted where the wife is 
wholly maintained by the taxpayer during part only of the year 
of income [189]. 


(b) Sister: As the taxpayer is not a widower or a widow, the 
dependent relative allowance of £50 does not apply. This allow- 
ance is granted only to a widower or a widow (residents), 
subject to the following conditions : 

(1) the relative must be a female, 

(2) having the care of any of the taxpayer’s children who are 
under 16 years of age, 

(3) the relative must also be a resident of Australia, and 

(4) she must be wholly maintained by the taxpayer ; as regards 
“wholly maintained” and “proportionate allowance,” the 
same provisions as under (a) above (wife allowance) 
apply [190] and Supp. 


(c) Brother: The Commonwealth Income Tax Assessment does not 
provide for any allowance in respect of a male relative. 


(d) Mother: A resident taxpayer is allowed £50 in respect of his 
mother, provided she is also a resident of Australia and is 
wholly maintained by him. The mother must have no income 
from any source or receive any financial support from any 

| source other than the taxpayer. [191A] Supp. 


(e) Children: The allowance is £50 to a taxpayer who is a resident of 
Australia in respect of each child who— 
(a) is a resident of Australia, 
(b) is under 16 years at the beginning of the year of income, 
and 
(c) is wholly maintained by the taxpayer. 
The child need not be a child or any other relative of the tax- 
payer. 
Provision is also made for a proportionate allowance where 
the child— 
(i) is born during the year of income, 
(ii) attains the age of 16 years during the year of income, 
(iii) is wholly maintained by the taxpayer during part only 
of the year, 
(iv) is only partially maintained during the whole of the year, 
(v) is only partially maintained during part only of the 
year, [191]. 


N.B.—Because of the grant of child endowment the child 
allowance under the Commonwealth Income Tax Assessment 
Act is now limited to one child (except in the special circum- 
stances set forth in new S. 79 (baa) ). See January, 1942, issue 
of Journal. 


Question 6 


A resident taxpayer insures with a non-resident insurer. What are 
the obligations and rights of each under the Federal Income Tax Acts? 
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Answer 6 

Non-resident insurer: The non-resident insurer shall be deemed to 
have derived in any year, in respect of the premiums paid or payable in 
that year under such contracts, a taxable income equal to ten per cent. of 
the total amount of such premiums (S. 143). 

Where, however, the actual profit or loss derived or made by the non- 
resident insurer in respect of such premiums is established to the 
satisfaction of the Commissioner, the taxable income of the insurer in 
respect thereof, or the amount of the loss so made by him shall, subject 
to the Act, be calculated by reference to receipts and expenditure taken 
into account in calculating that profit or loss (proviso to S. 143). 

Where the insurer satisfies the Commissioner that, on account of 
special circumstances, it is necessary that the rate of tax payable by him 
under Division 15 [282] should be ascertained at the time when 
premiums are paid to him, the Commissioner may direct that the tax 
so payable in respect of premiums paid during any financial year shall be 
calculated at the rate which would have been payable if an assessment 
had been made in respect of those premiums at the date when they were 
paid (S. 147). 

Insured person: The insured person and any person in Australia 
acting on behalf of the non-resident insurer shall be the agents of the 
insurer, and shall be jointly and severally liable as such for all purposes 
of the Act. If either of those persons pays or credits to the insurer any 
amount in respect of the insurance contract before arrangements have 
been made to the satisfaction of the Commissioner for the payment of any 
income tax which has been or may be assessed under Division 15 in 
respect of that amount, that person shall be personally liable to pay that 
tax (S. 144). 

No premiums paid to a non-resident insurer shall be an allowable 
deduction to the insured person unless arrangements have been made to 
the satisfaction of the Commissioner for the payment of any income tax 
which has been or may be assessed in respect of that premium [286]. 


Question 7 

What is included in the Assessable Income of a Co-operative Com- 
any ? 

What allowable deductions are peculiar to Co-operative Companies ? 


Answer 7 
Assessable income of Co-operative Company: The assessable income 
of a co-operative company shall include all sums received by it, whether 
from shareholders or from other persons, for the storage, marketing, 
packing or processing of commodities, or for the rendering of services, 
or in payment for commodities or animals or land sold, whether on 
account of the company or on account of its shareholders (S. 119). 
Deductions peculiar to co-operative company: Section 120 (1) pro- 
vides that so much of the assessable income of a co-operative company 
as— 
(a) is distributed among its shareholders as rebates or bonuses based 
on business done by shareholders with the company ; 
(b) is distributed among its shareholders as interest or dividends on 
shares ; or 
(c) in the case of a company having as its primary object the 
acquisition of commodities or animals from its shareholders for 
disposal or distribution is applied by the company for or towards 
the repayment of any moneys loaned to the company by a govern- 
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ment of the Commonwealth or a State to enable the company to 
acquire assets which are required for the purpose of carrying on 
the business of the company or to pay that government for assets 
so required which the company has taken over from that govern- 
ment, 

shall be an allowable deduction. 

The deduction under paragraph (c) shall not be allowed unless shares 
representing not less than ninety per centum of the paid-up capital of the 
company are held by persons who supply the company with the com- 
modities or animals which the company requires for the purposes of its 
business (S. 120 (1) proviso), [272]. 


Question 8 

A live stock owner, who has not previously made an Income Tax 
Return, asks you to advise him as to the law with regard to showing his 
live stock in his Return. 

Advise him fully. 


Answer 8 

The taxpayer may elect to value his live stock on hand at the end of 
the first year of income at either cost price or market selling value. 
Where he does not exercise his option within the time and in the manner 
prescribed he is deemed to have selected cost price (S. 32). 

All live stock on hand at the end of the first year of income must be 
brought to account, including natural increase bred by the taxpayer [83]. 
If he has elected to value his live stock at market selling value, natural 
increase on hand must be valued at their market selling value on the 
last day of the year of income. 

If the taxpayer has adopted cost price as the basis of valuation, he 
must select a value for natural increase on hand at the end of the first 
year of income within the limits prescribed in respect of live stock of 
that class (S. 34 (1) (b)). © 

The range of values prescribed by reg. 5 (3) is: 


Minimum Maximum 

Value Value 

£ s. d. & +. & 

Pe ee ae 4 0 1 0 0 
eee es 10 0 O 
De 6) Gd tw wee ee 10 O O 
ee ee ne 5 0 100 


The above selection may be notified on the first return of the tax- 
payer, or by a separate notification in writing signed by him, which may 
be in accordance with Form 4. This separate notification is required to 
be delivered at the office of the Commissioner at or before the date of 
the furnishing of the first return in which the value of live stock is taken 
into account, or within such extended time as the Commissioner allows 
(reg. 5). 

Where a taxpayer does not make his selection within the time and in 
the manner prescribed, he shall be deemed to have selected, as the cost 
price of natural increase, the lower of the prescribed limits, namely :— 
Sheep 4/-, cattle £1, horses £1, pigs 5/-. 

The values initially selected, or deemed to be selected, for natural 
increase must continue to be used in subsequent income years unless, 
with the leave of the Commissioner, the taxpayer selects another cost 
price (S. 34 (1) (a)), [88]. 
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THE AUSTRALIAN ACCOUNTANT FEB. 





The Liability of Residents to Victorian Taxes on 


ex-Victorian Income 
By “CLaupivus” 


The Victorian Income Tax (Assessment) Act, 1936—Sec. 16 (b)— 
provides that residents of Victoria shall be liable to tax on all income 
wherever derived, which is not exempt income. The Act also provides 
in Sec. 14 (t) that income derived outside Victoria, but in Australia, 
by a resident is exempt from tax. From these conflicting provisions 
emerges the principle that a resident is not taxable on income derived in 
other States of the Commonwealth, unless there is a specific provision 
to that effect dealing with that class of income in the Act. 

The purpose of this article is to deal with these specific sections of the 
Act. 

Salaries and Wages 

Section 17 (1) (n) provides that salary or wages derived by a person 
ordinarily resident in Victoria but temporarily absent shall be liable to 
tax. If tax (other than Commonwealth income tax) is paid in respect 
of that income, and the Commissioner is of an opinion that the tax is of 
a comparable nature to a Victorian tax, a rebate of that Victorian tax 
is allowable. 

However, by an Act of the Commonwealth Government, Common- 
wealth public servants may not be taxed by a State on salary earned 
outside that State. Section 14 (y) exempts the pay and allowances of 
members of the naval, military or air force services engaged overseas 
during the war provided that they embark before 30th June, 1941. Con- 
sequently, Commonwealth public servants and members of the fighting 
services abroad are not taxed on salary, pay or allowances under the 
above section. 

Employees whose ex-Victorian earnings are subject to Victorian tax 
include company directors, bank inspectors, but not shearers. An 
employee who is transferred to an ex-Victorian branch with an under- 
standing that he is to be returned to Victoria within a reasonable time, 
is taxable on his ex-Victorian earnings; but if he is transferred for an 
indefinite period, he would not be liable 


Superannuation and Pensions 

Superannuation ‘allowances and pensions derived by residents are 
subject to Victorian tax irrespective of the source of that income. If 
the taxpayer has paid any tax (other than Commonwealth income tax) 
outside Victoria on that pension or superannuation allowance a rebate 
is allowable. 

The Commissioner usually insists on production of the receipted ex- 
Victorian assessment notice before allowing any of these rebates. 


Income from Property 
There are three Victorian taxes upon income— 
(a) Ordinary income tax, 
(b) Special income tax, and 
(c) Unemployment Relief tax. 
Residents are subject to Special income and Unemployment Relief 
taxes on all income from property whether it is derived from sources 
in or out of Victoria. Should any tax be paid to any other State of the 
Commonwealth on such income, a rebate of Victorian tax is allowable 
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provided that the Governor in Council is of the opinion that the ex- 
Victorian tax is of a similar nature to the Victorian tax in question. 

There is a reciprocal arrangement whereby Victorian residents will 
not be subject to— 

(a) New South Wales Special income tax on income from property, 

and 

(b) South Australian income tax on dividends. 

Consequently, no Victorian residents deriving income of the nature 
mentioned in these States should be subject to those taxes on that 
income, and no rebates of Victorian Unemployment Relief Tax and 
Special income tax should be allowed to such persons. Of course, a 
Victorian resident deriving income from property in New South Wales 
would be subject to Ordinary New South Wales income tax thereon, 
but would be exempt from Ordinary Victorian income tax in this income. 

All dividends are exempt from Ordinary income tax, but are taken to 
account in arriving at the statutory exemption, and the amount of 
concessional deductions allowable, when the income is between £800 and 
£1,200. 

Interest Received 

Interest on money secured by mortgage of any property is subject to 
Victorian tax to the extent to which the property mortgaged is in 
Victoria. If the recipient is a resident and no income tax (other than 
Commonwealth income tax) is paid out of Victoria on any part of that 
interest, the whole of that interest is subject to Victorian tax; in any 
other case a proportionate part of the interest is taxable. 

Interest on money lodged in or in respect of debts situate in the 
Federal Capital Territory and other income arising from investments 
in that Territory, other than Commonwealth Loan interest, is liable to 
Victorian tax. 

Interest on loans raised in Victoria after 3lst December, 1923, by 
the Government or authofity of any country or dominion out of 
Australia is subject to Victorian tax. Loans are deemed to be raised 
in Victoria if subscriptions were invited in Victoria by public advertise- 
ment, issue of a prospectus, or otherwise. 


Income as a Beneficiary 

All the other States and the Commonwealth treat the income derived 
by a beneficiary as following the source to the trust estate concerned. 
Victoria alone treats the income derived by a beneficiary as being income 
from property in all cases except those where the beneficiary is actively 
engaged in carrying on the business of the trust estate. Thus, where 
the trustee carries on the trust estate business, the income will be 
treated in Victoria as income from property, unless the beneficiary is 
also the trustee or unless the beneficiary actively assists the trustee in 
the business. It would be most difficult to maintain successfully that a 
beneficiary was actively engaged in the trust business when he resided 
in Victoria and the business was carried on out of Victoria, so it may be 
said that in practically all cases Victoria will treat income derived from a 
trust estate out of Victoria as income from property, and tax it for 
Special income and Unemployment Relief tax purposes when derived by 
a resident. 

Other States would, of course, treat such income as income from 
personal exertion, and a rebate of Victorian tax would be allowed on 
account of tax paid in such other State, except in the case where the 
trust estate business is carried on in New South Wales, which is a 
reciprocating State as indicated earlier in this article. New South Wales 
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exempts from Special income tax income from property derived by a 
Victorian resident, but, in this case, it regards the income as being from 
personal exertion sources, hence it would tax it. Both States would 
charge similar taxes on the same income and there would be double 
taxation. In the circumstances, I believe that Victoria, by concession, 
allows a rebate as though New South Wales were not a reciprocating 
State. 
Ex-Victorian Sales 

If a Victorian manufacturer or merchant sells goods out of Victoria 
the question of his liability to Victorian taxes on the profit on the sale 
arises. When a person sells goods by means of an agent or representative 
out of Victoria, or by means of anything done by himself when out of 
Victoria, and the goods sold are transferred out of that State, the sale 
is deemed to have been made out of Victoria. In the case of sales effected 
by means of correspondence, the sale is deemed to have been made at the 
place from which the taxpayer’s correspondence emanated. 

A Victorian manufacturer is subject to Victorian tax on two-thirds 
of the profit when his goods are sold in another State of the Common- 
wealth. 

A Victorian merchant is subject to Victorian tax on one half of the 
profit on the sale of goods effected in another State of the Common- 
wealth. However, where the goods are sold by a branch which is 
established out of Victoria and is substantially self-controlled, no part 
of the profit is subject to Victorian tax. 

‘The income derived by resident exporters is subject to tax on the 
whole of the profit on export sales. But where the exporter is subject 
to tax in the country in which the goods are sold, the Commissioner is 
empowered to make reasonable allowance. A special claim for allowance 
should be made by the exporter in this case. 

If goods which are the produce of a business of primary production or 
of coal-mining are produced in Victoria and sold out of Victoria, but in 
Australia, the whole of the profit is deemed to be derived in Victoria. 

In the case of a company deriving income from sources in and out of 
Victoria, Section 47 provides that head office expenses shall be allowable 
in proportion to assessable income, i.e., gross income—derived in 
Victoria, or as fixed by the Commissioner. 


Deductions 


Expenses necessarily incurred in producing assessable income are 
allowable provided that they are not of a private, domestic or capital 
nature. The following deductions are allowable only when relating to 
Victoria. 

Section 67 states that Victorian rates and land taxes on land used to 
produce assessable income shall be allowed as deductions. When income, 
such as rent, is received from sources out of Victoria, and is subject to 
Victorian taxes, ex-Victorian rates and land taxes applicable should be 
claimed under Section 46 as an expense necessarily incurred in pro- 
ducing the income. 

Gifts to public hospitals, charities, universities, etc., may be allowed 
as deductions only when made to authorities or institutions in Victoria. 

Calls on shares in mining companies are allowable only when the 
company carries on mining operations in Victoria. 

Section 74 provides that where losses are incurred, i.e., where 
allowable deductions (other than concessional deductions, i.e., those for 
wife, children, medical expenses, life insurance, etc.) exceed the 
assessable income, those losses may be recouped out of—(a) net exempt 
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income, (b) assessable income, of the next three succeeding years, after 
firstly recouping the loss out of the current year’s net exempt income. 
“Net exempt income” is defined as income derived in Victoria which is 
exempt from tax, less expenses not being of a capital nature, incurred in 
producing that income, but it does not include Commonwealth Loan 
interest. 

The main source of exempt income is dividends, as far as Ordinary 
income tax is concerned. The question of what dividends are derived 
from sources in Victoria seems to depend largely on whether the shares 
which produced the dividend are on a Victorian share register of the 
company concerned. 





Costs Aspects of Production Control 
By I. G. Irvine 


A Lecturette to the N.S.W. Division of the Australasian Institute of 
Cost Accountants 


There should be no need to emphasise planning organisation and the 
necessity for it in industry. It is so easy to visualise cases of badly 
planned effort that, I am sure, no argument against efficient planning 
can be supported. Most of our personal routines of conduct are planned 
by or for us; the basic ideas behind such arrangements are put into effect 
in order to achieve our intentions with a minimum of inconvenience and 
in the cheapest and most sensible way whilst yet observing the conven- 
tions which govern our relationships with one another. Planning is 
applied to manufacturing routines for exactly the same reasons. 

It is my intention to discuss how efficiency in planning can affect costs 
or, in other words, how the quality of organisation can influence profit- 
earning. 

A commercial manufacturing business has an ultimate goal of making 
goods at an aggregate cost which will be less than the aggregate returns 
for the sale of such goods, and which will thus leave a profit margin as 
a compensation for the enterprise of the proprietors. 

Product sales govern manufacturing activity. Product sales are 
dependent upon the field of distribution, the amount of the product which 
the market can be induced to consume and the intensity of competition 
from opposition manufacturers. Product sales are the only means of 
earning profits because no revenue is available to offset costs until goods 
are sold. 

It is apparent that successful selling must be backed by manufacturing 
service which provides the best goods at efficient costs and delivered on 
the promised date. Such manufacturing service can be attained only by 
planning and providing controlling facilities to ensure the desired 
results. 

Production control is the name used to describe the organisation which 
provides the means of correlating the supply of materials, labour and 
essential services to make and supply goods of a specified quality at an 
efficient cost when wanted. Essentially, production control is the working 
tool of successful management. 

Production control is not an innovation ; however, the need for efficient 
planning and control methods has been widely acknowledged only in 
recent years. In the past the shop foreman was recognised as the foun- 
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tain of all knowledge respecting the work to be done. Any service ren- 
dered in the form of technical, maintenance or managerial advice was 
not related to any general plan of work flow. Under these conditions, 
the foreman was supervisor of quality, quantity and efficiency (his proper 
duties) and, in addition, performed a multitude of duties relative to work 
allocation, work progression, maintenance, material buying or requisition- 
ing, timekeeping and labour hiring, ratesetting and estimating, job cost- 
ing and detailing records of techniques applied to specific work. 
Obviously, the foreman employed his time on the clerical records which 
had to be performed and sacrificed the proper fulfilment of his duty as 
supervisor ; quite often the foreman was not suitable clerically, although 
excellent as a foreman type or vice versa. 

The need for efficiency in manufacturing has led planning routines for 
the performance of work to be considered from the viewpoint of using 
equipment, materials and labour to the best advantage. Consequently, 
equipment should be designed and installed to suit the work, materials 
should be purchased in such a form as to cause a minimum waste in 
processing, and the responsibility for work performance on manufacturing 
and service work should be delegated to suitable persons; the extent to 
which this organisation is rationalised and developed should, of course, 
be justified by the economics of the work. 

Control can be obtained to a much closer degree in a factory perform- 
ing work of a repetition nature than where the work is of a jobbing 
nature which may never be repeated. Specifications determining the 
possibilities and limitations of the work to be done should be prepared 
and these should be complete enough to enable the work to be performed 
in the most satisfactory way according to the conditions of manufacture ; 
in repetitive manufacture the volume can justify more analytical treat- 
ment than in the case of jobbing. Beyond emphasising that the manner 
of arranging work will vary with the type of business and the volume 
to be made, it is not my intention to deal with specific problems concern- 
ing these; rather, I would point to general principles observed in work 
planning and their relationship to costs. 

To very few of us has been given the opportunity to start with a 
factory unit laid out with first-class equipment and according to the best 
work-flow plan that can be visualised. Most people experience con- 
ditions which could be better, but have to be made the best of; conse- 
quently, there is plenty of opportunity to improve equipment, methods 
and work-flow routines by reconsidering and revising existing plans. 

It can be accepted that the aim of planning and control routines is to 
eliminate waste in manufacture and in that manner make goods at the 
lowest cost possible. Where the working details are known in specifi- 
cation form, manufacturing becomes more convenient to control than 
when such information is known only to the workmen or foremen. Where 
specification data is available showing what material is required, the 
labour to be used and the processing routines to be observed, the work- 
load can be determined and routed. Materials can be ordered to be 
delivered at the time which is convenient for equipment and labour, and 
such prior planning helps to make it possible to honour promises made 
to customers. Such specifications would not offer only instructional 
data to the persons making the goods, but should become the basic record 
for control. 

A specification should set out the material requirements by classes 
and sizes, should define the processing treatment in detail, and should 
furnish the quantities of materials to be used showing yields and residues, 
if any. The labour required should be set out by costs centres or machines, 
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by class and showing the time required for each operation. The pro- 
cessing technique should be determined in detail so that supervision and 
workmen would be able to proceed with the job by merely following 
instructions. From this specification data cost standards can be gazetted 
for control purposes ; these cost standards may be in monetary value or 
physical units such as material yardages or weights and time in minutes 
or hours. 

Provided that such cost standards are reasonably accurate, it is possible 
to predetermine costs, and in some organisations it is the practice to 
quote the sales organisation for every job before the order is accepted 
so that there is a knowledge of anticipated earnings. There are means 
adopted which help to check this specification data for predetermined 
costs so that exceptional variances from the actual manufacturing circum- 
stances seldom occur. The labour and material standards can be assessed 
by skilled officers in collaboration with the supervisors and, in some 
cases, the workmen, and where specialised processing of technical nature 
is necessary, specialists define the instructions. Before the specification 
should be accepted for costs predetermination it should be approved by 
all of these persons, so that if amendments have to be made such changes 
could not have been readily foreseen. 

The scheduling and routing of work into the departments for pro- 
cessing should be made so that the first instructions issued by the plan- 
ning authority should be used as a basic record for cost control. By 
that is meant, that the schedule of work to be performed should be used 
to record the amount of work done and, also, thereon the performance 
should be noted against the expectation, and the actual costs should be 
developed against the predetermined costs allowances which have been 
accepted by the department. This information can be developed for direct 
material and direct labour and can be segregated for products, classes 
of materials, classes of labour, individual workmen or departmental 
cost centres. The information, again, can be shown according to efficiency 
variations or by usage variations caused by applying the wrong type of 
material or labour, or by variations due to mistakes in specification 
allowances which were not obvious when the specifications were gazetted. 

Provided that the plan of organisation is satisfactory and the cost 
accounting data, as outlined, is provided promptly and accurately there 
is no reason why this information cannot be developed and variances 
thrown up for executive use within a few working hours of the work 
being done. I do not propose to discuss the mechanics of preparing this 
information, but will go on to discuss what can be done with such infor- 
mation provided at a time when it can be used as a production control 
tool. 

The responsibility for costs should be held against only such persons 
as have the authority to control the expenditure. A good organisation 
plan of production control will define clearly such responsibilities. It is 
the duty of management to make certain that every responsible person 
should know what is required in cost control and that such person should 
be sold on the idea that the results under his particular care have an 
influence on the prosperity of the enterprise. 

The most common wastes in manufacture are losses in direct labour 
and direct materials; other sources of major losses are spoiled work, 
maintenance, service labour and service salaries. To establish the exis- 
tence of losses or gains on any product, or on any process, or in any 
cost centre it is essential to know what an article should cost; in other 
words, the predetermined specification cost which has been discussed 
already. 
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If specification data has been gazetted on a basis which will permit 
of the maximum recovery of material and labour used in conjunction 
with the best application possible of equipment and technique, then the 
specification cost can become a real effective tool in production control. 
For instance, a very simple control can be applied to a cost centre by 
valuating the input workload of labour and materials against the speci- 
fication recoveries ; this method is used extensively, but generally leads 
to more searching analyses such as measuring results by product, or 
individuals or machines according to efficiency or specification variations 
which in turn can be indexed to the cause of waste variance. The average 
man is not interested much in historical happenings even though such 
events concern personal performance, and it is essential that costs results 
be furnished within twenty-four hours of performance to enable a satis- 
factory correction to be applied by the supervisor. 

The proper use of costs reports is not limited to working efficiencies 
in labour and material usage. Costs reports form a live indication, when 
the information is interpretative of causes of variance, of the need for 
revision of methods, equipment or technique. 

Spoiled work cost reports, when coupled with the minuted decisions 
of executive and technical officers after joint investigation, become an 
invaluable spur to the elimination of repeated spoils. 

Maintenance cost reports of equipment and services show costs against 
budgets and, if coupled with an adequate machine tool identification 
code, can be made to reveal wasteful units and causes of waste. Such 
records often lead to layout amendments, process revision, machine 
alterations or machine replacements, and, even if such vital changes are 
not necessary, direct executive attention to slothful and uneconomic 
maintenance and process methods. 

Budgeted services, labour and material, set against actual costs form 
a cost report for executives and the purpose is to influence the same 
efficient perspective on indirect as on direct costs. 

By a proper interpretation of working results, cost reports can provide 
managerial and other responsible executives with signals which enable 
the activities of each person to be directed to the matters which require 
the most urgent attention. 

However, no matter how soon cost or production reports can be 
prepared and scrutinised these are always historical and as such are a 
corrective only so far as they can be made to appeal to the individuals 
concerned, particularly if such persons are blameworthy. 

The essential purpose of organisation is to eliminate waste at its 
source and to plan work so that the products will be made in the proper 
manner as a matter of course. It is well known that theory and practice 
do not always run hand in hand and this is particularly so in manufacture ; 
it is also true that under conditions equal in all other respects it is 
possible to get altogether better results where some forethought has been 
given to organising the basis of work flow. 

In scheduling and routing work through the manufacturing processes, 
it is possible to control expenditure within efficient limits by the methods 
adopted of arranging work loads and inter-relating activities of different 
centres; with careless or ignorant planning or where disturbing factors 
cannot be anticipated because of weak supervisory control, it is common 
to arrange activities so that the costs exceed estimates. 

Where technical, supervisory, financial and working personnel 
co-operate the manufacturing activities to the best advantage of all, so 
that maximum return of profit can be obtained from selling margins 
and working standards, it will be found that unexpected interruptions 
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or breakdowns in the smooth flow of working can be sorted out and 
corrected with a minimum delay because the reasons for variations from 
normal can be ascertained more readily. 

Another aspect of production organisation is the sense of responsi- 
bility which can be instilled in persons not usually endowed with costs- 
sense. By this I mean that technicians such as chemists, engineers, 
skilled process workers, supervision appointed from the bench and even 
executives who should know better do not always appreciate the fine 
relationship which exists between their activities for every minute of the 
day and the profit-earning results which determine the reasons for their 
employment by the firm. It is essential that every person should be 
cost-conscious and preferably this should be done without creating a 
spirit of destructive criticism which will destroy initiative. By approach- 
ing each responsible person, with a view to teaching him his responsi- 
bilities concerning controllable costs, in a manner which will appreciate 
his difficulties and better his conditions of working, it is possible to get 
beneath the skin of the person approached and to provide the atmosphere 
for the attainment of better results. 

One matter which cannot be allowed to remain unventilated is the 
responsibility which each person in an organisation has for his job and 
the co-operation which is expected of all persons, individually and 
collectively, in promoting the welfare of the concern. I have emphasised 
throughout this talk that planning is essential, but results do not happen 
in the desired manner unless the plan is policed. Policing is a sorry way 
of obtaining results when a proper spirit of co-operation is not evident ; 
policing the flow of manufacture shows the greatest benefits when the 
personnel are doing their best to attain the desired results and appreciate 
that the policing is there only to ease the bottlenecks of work flow. 

There is an old saying that “time is money”; it is essentially true in 
manufacture. In the provision of cost and production reports to respon- 
sible executives, it is sometimes better to scrap data if it is too late to 
be of any use for betterment. It is not corrective, but it is offensive to 
furnish historical evidence of shortcomings, the details of which have 
been forgotten by persons concerned. Such errors cannot be sheeted 
home, because the providers of the reports have left it toc late for any 
effective action to be taken without creating ill-will and dissatisfaction. 
There is a feeling of hush-hush amongst certain types of executives 
which cannot be supported when examined rationally. To be held 
responsible for activities for which one is given no prior information 
concerning cost expectations and for which, when completed, no details 
are provided concerning actual costs, cannot be fair to any person. To 
get the best from the job one must provide full and accurate information 
concerning every feature of the work and it is only by concentrating on 
the effective completion of the work and supporting it with suitable data 
at a proper time that one can expect first-class results from any person 
whether top executive or sub-foreman. 

Finance is the mainspring of commercial manufacture and costs are 
the measure of prudent application. All activities are originated in order 
to earn profits and all activities should be directed for the same purpose. 
Production control is only a convenience towards that end and so is any 
other indirect service. Management, technicians, supervisors, accounting 
and maintenance services can only be classed in a similar category. 
Viewed as a profit-earner, any one service of an organisation can only 
justify its existence as such. If production control routines such as a 
cost accounting system is essential, it is only because the costs of operat- 
ing such services have been or can be more than recovered, to say the 
least, by resultant savings. 
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Some Aspects of Departmental Store Accounting 


By I. D. Stewart, B.Ec. 


(A lecture to the N.S.W. Division of the Commonwealth Institute of 


Accountants ) 


Retail business differs radically from many other forms of business 
activity, e.g. manufacturer, merchant or wholesaler, in the following 


respects : 
1. The numerous lines of merchandise handled. 
2. The bewildering assortments of items in many of these lines. 
3. The great number of sales transactions of low average amount. 
4. The service features of the business owing to its dealing with the 


ultimate consumer. 

The short sale periods during which much of its merchandise is 

seasonable and during which it can accordingly be sold profitably. 

The great number of employees who deal directly with its 

customers (not as in the case of a manufacturer, a relatively 

compact and easily controlled sales organisation, but an entire 
army of sales assistants and other employees). 

The fact that the principal everyday contact of the public with 

the store is largely through employees other than those entrusted 

with the larger measure of authority and initiative. 

The problem of maintaining adequate control over merchandise 

because of — 

(a) Its great variety, often with only one or a few items of a 
kind. 

(b) The fact that merchandise is displayed openly and is easy to 
get at on the part of the public. 

(c) The fact that merchandise is so largely in the custody or 
control of so many employees, such as sales assistants, stock 
clerks, delivery men, etc. 

(d) The fact that assistants sell and deliver merchandise over the 
counter in exchange for cash, or to be charged to customer’s 
account. 

The difficulties in maintaining adequate control over cash and 

charges to customers’ accounts, since cash is received and charges 

to customers’ accounts originate in so many different places, and 
through all sales assistants of the store. 

The problem of establishing prices and maintaining margins, 

mark-ups and gross profit rates, where so great a variety of 

merchandise of so many different types or departments is dealt in. 


This list of difficulties ought to make any of you who contemplate 
opening a large department store think twice before doing so, although 
it should not deter you from accepting employment in one. 

However, these problems and conditions are solved by the following 
means : 


Some form of departmental as well as functional organisation. 
Some form of inventory and merchanise control. 

Daily audit of sales, i.e. a daily balancing of sales with cash receipts 
and charges to customers’ accounts and a daily accounting of all 
the thousands of dockets issued during the course of the day’s 
business. 


Personnel supervision and training. 
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MERCHANDISE CONTROL 


Problems and conditions that vitally affect accounting procedure 
largely centre around merchandise control, and the methods of solving 
or meeting them will form an important part of this lecture. 

First, however, let us briefly study the organisation of a departmental 
store. Usually there is needed a supreme store head, one whose final 
word is controlling, however this final judgment may be reached, such 
as by conferences and consultations with other executives. 

The normal or standard practice has been to have a three- or four-fold 
divisional organisation co-ordinated by the chief executive. A typical 
organisation would be: 

1. Merchandise manager (or managers), charged with active control 
and direction of merchandising, both buying and selling, which are 
different sides of the same activity. 

2. Store manager (sometimes called the staff manager), who is in 
charge of personnel (with certain notable exceptions, such as buyers 
and office staff), upkeep of premises and service to the public, including 
delivery, and is, partly at least, responsible for expense control, insofar 
as expense is affected by the salaries and wages of the store, which are 
by far the heaviest items in the profit and loss account. 

3. Chief Accountant, who is charged with financial problems and is 
responsible for the stores accounting departments, and for accounting 
control over its operations. His duties may include credit control, or 
this may be the responsibility of another senior executive. 

4. Advertising manager, who is in charge of advertising, including 
publicity and the placing of the policy of the store before the public. 

However, the foregoing functions overlap and there are many twilight 
zones where it may be difficult, theoretically, to say where the authority 
of one functional division or another begins and where it ends. Also, 
the spheres of influence of chief functional executives often rest on a 
historical background as well as upon the personal factors, e.g., when a 
senior executive leaves or retires, his successor may not have exactly 
the same relationship with the other executives. 

The departmental organisation runs across the functional organisation. 
For example, departmental buyers and assistant buyers primarily are 
responsible to the merchandise managers, while the departmental sales 
and service personnel, with whom they work all day, are under the 
jurisdiction of the store manager. On the other hand, departmental 
operating results are compiled and analysed in the accounting division, 
which exercises a real control over the amount of merchandise to be 
bought. Buyers, also, are vitally concerned with departmental adver- 
tising and this is allocated in accordance with the decisions of an 
advertising committee, comprising the chief executive, merchandise 
managers and advertising manager. Again, merchandise managers are 
vitally interested in the service the store gives (the province of the 
store manager), and even in the way credit control is applied, for that 
may affect their turnover considerably. 

The very first thing a store chief executive wants to know each 
morning is the turnover of the previous day, and this is made up 
departmentally by the sales dissection office in the accounting department 
approximately from the buyers’ figures, and the final figure is determined 
after audit has been completed. 

Daily, also, he wants to see the bank balance, the indents placed to 
date, the balances of the accounts receivable, all kept and maintained 
up to the minute by the accounting department. 

Weekly there are wages schedules, selling rates, expense rates, and 
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other expense schedules to be reviewed, and monthly there are depart- 
mental stock control records, profit and loss and trading accounts and 
balance sheet, as well as departmental sales performances, etc. 

So the accounting department is a firm friend of every part of the 
store and its advice and services are continually being sought in all 
directions. 

The primary function of the retail store is the buying and selling 
of merchandise. In addition to being the chief income producing factor 
of retailing, merchandise represents the primary asset in retail business 
and, as such, is subject to greater degree of control, planning, analysis 
and management attention than any other element of retail store 
operation. 

There are many phases or aspects of merchandise control, and they 
find expression in systems and routines designed to safeguard this 
important asset in each step, taken from the time merchandise is 
ordered until it is sold and delivered to customers. Some of the 
following methods may be applied in the control process: 
Merchandise budget. 

Purchase order control. 

Receipt, checking and marketing of merchandise. 
Inventory control. 

Departmental sub-division. 

Control of mark downs. 

Taking of physical inventories. 

Accounting control over movements of merchandise. 


The Merchandise Budget 

It is general practice to divide the year into seasons for trading 
purposes, and in Sydney the division is made at the end of February 
and the end of July, the last-mentioned date marking the end of the 
trading year. Therefore, the periods in Sydney are (1) August 1 to 
February 28, a seven-month period, and (2) March 1 to July 31, a five- 
month period. 

Firstly, long before the period commences, the merchandise managers, 
with their buyers, estimate as closely as possible the sales volume that 
will be achieved in each department. 

These estimates are always made in terms of the corresponding 
period of the previous year, i.e. the estimate may be equal to, or 5% 
less than, or more than, last year. The reason for this is that a daily 
and period to date comparison with the corresponding period of the 
previous year is made throughout the whole period and the progress of 
the estimate can be watched and the figures adjusted according to the 
performance as compared with last year. 

Secondly, the directors determine how much capital they wish to 
have invested in stock at the end of the period. Unless this last- 
mentioned figure differs greatly from the value at the beginning of the 
period, it follows that the amount of goods to be purchased will 
approximate the cost of the anticipated sales for the period. Conversely, 
if stocks are to be increased or decreased, more or less merchandise 
must be purchased. 

Thirdly, the gross profit percentages on sales which the departments 
are required to make are determined. 

The sales, gross profit rates and closing stocks having been estimated, 
and opening stocks being known, it is a simple matter to prepare a 
departmental trading account. When all departments of the store have 
been so treated, the totals provide the merchandise budget, from which 
anticipated or required purchases can be determined. 
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Purchase Control 


This brings us to purchase control. 

Now, in view of the fact that certain classes of goods have to be 
imported and with others the base material has to be imported and the 
finished garments themselves have to be made up in a factory, it 
frequently becomes necessary to order goods a year or eighteen months 
prior to the commencement of the period in question. To enable this 
to be done the accounting department prepares a departmental purchases 
limit or “allocation”’—a figure less by, say, 15 or 20% than the 
anticipated required purchases for the period—and obtains the directors’ 
authorisation for the buyers to place orders up to that sum. In this 
way orders may be placed concurrently for two or three more seasons 
ahead daily and, in a time like the present, when supplies are uncertain, 
this is a common thing. 

The purchases figure or allocation is given to the buyer and he knows 
that he has to keep his buying to that limit, unless his turnover increases, 
when the allocation will be increased, or unless turnover decreases, when 
the allocation will also be decreased. It is up to him to see that the goods 
he purchases comprise a balanced and readily saleable selection, for 
naturally that is no province of the accountant. 

In order that financial control over these purchases may be effective, 
the orders, or indents as they are often called, must be signed by the 
chief accountant or his deputy. 

The amount of orders to be placed is accumulated each day and 
added to the total placed to date. The orders themselves are brought 
before this officer after the merchandise manager has passed them. 
They are finally passed by the accounting department if the total does 
not exceed the allocation. 

The merchandise manager and the accountant closely watch the 
progress of departmental sales, as compared with the previous year. 
After each month end a frésh set of allocations is made, based on 
progress to date and an estimate of sales for the balance of the period 
as compared with last year. 

By maintaining an effective control over purchases, there is prevented 
an accumulation of stock above the ideal figures established by con- 
sultation of directors and merchandise managers. Also, if sales are 
increasing, sufficient purchasing power is provided to meet the demand, 
for it is just as important to have adequate stocks as it is not to have 
excessive stocks. 

Mention has previously been made that the allocations were based on 
anticipated sales costed at a certain gross profit rate. This gross profit 
rate is determined as the result of a number of factors. 

From past experience, the cost of running the store and selling its 
merchandise is known, as is also the net profit required to pay a dividend 
and to provide reserves to maintain the financial stability of the store. 

Totals of anticipated expenses plus profits are expressed as a 
percentage of the anticipated sales as disclosed by the merchandise 
budget. Over the whole store, therefore, gross profit must reach this 
percentage. 

If there were no such things as breakages, spoilages, shop soiling, 
oddments, changing fashions, changes in weather, competition from 
other stores, it might be possible to mark each article of merchandise 
purchased at a price that would return this profit rate on that sale figure. 

Each one of the above factors, and many more, however, have an 
effect on the final amount of gross profit each department will return, 
so that experience has shown that the original sale price must be 
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established at a figure that will take care of the factors that reduce the 
gross profit. These factors will vary with different lines handled. 

Some lines will sell readily at marked prices and leave no residue to 
be disposed of; other lines will hang and can be sold only at greatly 
reduced prices. Then again, some lines will sell at a comparatively 
high profit rate for a short while, and other lines, known as bread and 
butter lines, will return a comparatively low rate throughout the whole 
period and can be sold again next period at full price. 

Stocks on hand at the end of the period in some departments, although 
representing a considerable outlay when purchased, might be unsaleable, 
and therefore must be written off, while other lines will retain their 
value for a considerable time. Winter goods at the end of the winter 
period cannot be sold in the summer, and they might be out of fashion 
next winter. And so with summer goods at the end of the summer 
period. 

Past experience has taught the merchandise manager and buyer that 
certain lines must be marked up to return 37% on sales, or 583% on 
cost, in order to insure a final gross profit return of, say, 30% ; and 
others, on account of competition, can be marked to return only, say, 34% 
and still show a final gross profit equal to the first mentioned. However, 
these are problems of merchandising rather than accounting, and for 
our purposes of control the final desired gross profit rate by departments 
is sufficient to determine the purchasing power required for the 
estimated sales. 

In these days, however, mark-ups and gross profit are not perhaps 
what the buyer would like to make them, as they have to conform to 
price fixing requirements. A great deal of care has to be exercised by 
all who control this side of merchandising to see that the permitted 
rates are not exceeded. 

This is a difficult task, as the mark-up must not exceed that obtained 
in the base year (i.e., year ended 31st August, 1939) on similar 
merchandise, and very often that little extra profit that can be made 
by wise and keen buying cannot now be obtained. 

You can imagine, however, that with the thousands of kinds of 
merchandise being purchased, difficulties would arise in deciding just 
what profit should be made if the article were not sold in the base year. 
However, these difficulties have very largely been overcome and price 
control is certainly minimising any upward tendency in prices of 
merchandise both coming into and going out of the store. 


Receiving and Invoice Control 

From purchase control we now turn to receiving and invoice control 
as a further method of protecting the merchandise bought for sale in 
the store. 

Purchase orders, approved by merchandise head and accountant, are 
made out in triplicate, the original being forwarded to the supplier, the 
second to the marking off room, while the third remains in the depart- 
mental book. The copy for the marking off room is ruled on the back 
so that part deliveries can be recorded and the amount undelivered can 
be seen at a glance 

Goods sent by the supplier accompanied by invoices on which the 
purchase order must be shown are received in the receiving room, where 
an apron, numbered in triplicate, is issued to cover each arrival, and 
this apron number is marked on the packages themselves. 

The original apron which is attached to the suppliers invoice contains 
particulars as to order number, supplier, quantity and value, and is signed 
by the receiving clerk. 
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The second copy is sent to the marking off room to serve as an 
advice that the goods are in store and that space has to be provided for 
them. 

The third copy is forwarded to the invoice control section of the 
accounting department as an indication that a duly certified invoice can 
be expected in the course of a day or so. 

The goods, accompanied by invoice and apron, are moved to the 
marking off room, where they are opened and checked against the invoice 
to establish the accuracy of the latter. This invoice has previously been 
checked against the purchase order to ascertain if the goods are to be 
accepted. When these operations are completed the advance copy of the 
apron, which had been forwarded to the marking off room, is destroyed. 

The buyer now attends in the marking off room and marks the retail 
price on the invoice and signs the apron to certify the correctness of the 
invoice. The retail price, cost code letters, and season letter are marked 
on the goods (or price tags) by the marking off room staff, and when 
that has been completed the controller of this room signs the apron, 
to signify that the goods have been so marked. The invoice, with the 
valuable apron attached, is sent to the invoice control section to be 
prepared for payment, while the goods are moved to reserve or forward 
stock. 

On receipt of the invoice and apron the invoice control pick out and 
destroy the copy of the apron which had been forwarded to them from 
the receiving room. 

It will be seen that by means of the apron system, as an apron is 
issued to cover every shipment of goods received, it can be established 
in the marking off room what goods are in the course of delivery from 
the receiving dock, and in the invoice control room it can be established 
what goods are in the store for which invoices have not been received 
in that office. 

In view of the fact that literally hundreds of shipments are received 
daily, it is absolutely necessary that complete accounting control is 
maintained over the invoices from the time they are received in the 
receiving room, and it is for this reason that the receiving room and 
marking off room are under the control of the accountant. Also, 
whenever invoices are taken away (e.g. by buyers) from the offices 
under whose control they may be, they must be signed for and returned. 
In view, also, of the fact that special discounts are often obtainable for 
settlement in seven days, it is necessary for the routine to be quickly 
and closely observed if the cheques are to be ready in time. 

As mentioned previously, departments may be purchasing for one, 
two or even three periods at a time, and it is essential that purchase 
orders for each period be kept distinct from one another and that each 
order bears the number of the period for which it is purchased. 
Suppliers’ invoices are marked with the period number and any invoices 
which do not refer to the current period are stamped “bulk” in large 
letters. 

Each period is given a stock letter, say “A” for period No. 1, “B” 
for No. 2, and so on, and all goods and invoices must be marked with 
the period letter so that the invoice will be charged to the correct period 
in the invoice control room, and the goods themselves will not be taken 
into stock at the close of the current season if they belong to another 
season or period. By its period letter the age of stock can always be 
determined. 

Purchase journals are made up in the invoice control daily and are 
written up by departments in alphabetical order of suppliers. Cumulative 
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daily totals are compiled and these are compared and agreed with totals 
of postings made to suppliers’ ledger accounts from invoices, thus 
completing the double entry. 

Postings are made in the departmental journals both at cost and 
retail, and the percentage that the gross profit on purchases (expressed 
as a percentage of selling price) bears to retail price is ascertained 
for each department and for the whole store monthly. This percentage 
is known as the “mark up” rate and represents the gross profit on 
selling that would be made if all the merchandise were to be disposed 
of at marked prices. 

This percentage is decreased by breakages, losses of stock and mark- 
downs and by a revaluation of stock on hand at the close of a period, 
irrespective of its cost price. 

Mark-downs, as the name suggests, are reductions made in selling 
prices and may be due to any of a number of factors, e.g. : 


Remnants. 

Slow moving or inactive stocks. 
Special sales or “stunts.” 
Damaged merchandise. 

Style changes. 

Out of season. 


Fundamentally, however, the main reasons for mark-downs are errors 
in buying and mistakes in merchandise direction and operation after 
purchases have been made. 

The apron system, when properly carried out, guards against passing 
of duplicate invoices. An invoice cannot be given an apron number 
unless there are packages which can be marked with the same number. 
An invoice cannot pass through the marking off room unless there is 
an unfilled order which can be matched against it. It cannot receive 
checkers’ and markers’ signatures unless the specific goods called for 
by the invoice have passed through their hands. And lastly, it is 
expected that buyers will exercise care in signing invoices to detect 
spurious ones that may have negotiated all the agencies of check and 
double check previously mentioned. 

For all practical purposes, workroom charges are invoices in the same 
sense as are bills from outside vendors. They should be treated as such, 
and they should be checked and approved under the regular routine and 
should be signed by buyers. In the invoice control, workroom charges 
should be handled similarly to other invoices, except that they should be 
entered on a separate register. 


AVP WON 


Stock CONTROL 


Physical inventories of stocks on hard are taken at the close of each 
season, i.e. twice a year, and stocks are extended both at cost and selling. 
It frequently happens, however, that owing to a variety of reasons 
some goods may not be worth their cost, so that their value for balance 
sheet purposes must be reduced to what they are worth, and in so doing 
an inventory reserve is created. 

Perhaps the reason for the establishment of these stock or inventory 
reserves can best be expressed as, at the commencement of each season, 
a store or department buys from itself merchandise, just as new mer- 
chandise will be purchased from manufacturers, wholesalers, etc. The 
store should so value its inventory at the close of any period that its 
valuation is a reasonable price for the new season to pay the old season 
for the merchandise that is taken over. Obviously, the buyer for a new 
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season should not be expected to pay the buyer of the preceding season, 
even if he be the same individual, more for merchandise than it is 
currently worth for the new season. If the assortments are poor, size 
and colours unbalanced, and there is merchandise on hand, the saleability 
of which is problematical, as well as merchandise that is in danger of 
going out of fashion before it can be disposed of, the new season should 
not pay more for that merchandise to the old season than it would be 
willing to pay an outside vendor. 

Stocks both at selling and depreciated value in the department at the 
close of a period become the opening stocks at the beginning of the 
next. If, then, purchases both at cost and selling are added to these 
figures for the next month, and sales at selling and cost are deducted 
from the resultant total, the answer will be the approximate value of the 
stock on hand at the end of the first month of the new period, both at 
cost and selling. 

While, however, it is easy to determine the cost and selling of 
purchases by merely extending them on suppliers’ invoices, it is more 
difficult to arrive at the cost of the sales for the month. Obviously, if 
the ratio of the depreciated cost to selling at the close of the previous 
period is taken, the cost of the sales will be understated and the profit 
overstated. Also, if the ratio of current purchases to sales is taken, 
the cost of sales will be overstated, as some of the depreciated stock 
must have been sold. Therefore, it is best to employ a ratio in costing 
sales that has been proved by past experience to be near the truth. The 
resultant book value of the stock on hand will be found close enough 
for control purposes and for establishing approximate monthly balance 
sheets. 

By adding each month’s purchases and deducting sales (at approximate 
cost) it is possible to arrive at a fairly accurate stock figure for most of 
the period, but it is found that at sale times in many stores it is 
impossible to obtain accurate ratios between cost and selling, because 
large quantities of goods are sold at reduced prices for which it is 
difficult to record mark-downs. However, as sales usually occur in 
the last month of the period when a fresh inventory will be taken, it is 
doubtful whether anything is lost, from an accounting point of view, 
by not endeavouring to keep track of mark-downs during the sale to 
adjust the cost of sales accordingly. This is doubly so when it is 
realised that sales for the first day of a sale may be ten times those of 
the previous day and that a great deal of merchandise is sold by hands 
temporarily engaged for the sale, who do not know what reductions 
have been made, and even if they did, would probably not record them 
properly on invoices, so that the whole story could not be obtained with 
accuracy by the accounting department. 

Stock control of individual items is also maintained where the stock 
is of high value, e.g. furs, fashion dresses, coats, suits, etc., when each 
piece of merchandise is numbered and registered in a stock book. It is 
only when the article is sold that the number is removed from the stock 
book and each article must be accounted for. 


SALEs CONTROL 


Having dealt with the purchase and stocktaking side of merchandise 
control, let us now turn to the sales side. 

From the customer’s point of view there are a number of different 
ways of buying merchandise in a retail store, and therefore a number 
of different types of sales. 


Cc 














82 THE AUSTRALIAN ACCOUNTANT FEB. 


The first and simplest is when cash is paid over the counter and the 
goods taken away or delivered by the store’s vehicles. Secondly, the 
goods may be sent and the customer pay on delivery. Thirdly, a 
customer who has a regular credit account may take or have the goods 
sent after having them charged to her account. Fourthly, an order may 
be received by post accompanied by the necessary cash, or an order 
received by post with instructions to send C.O.D. or V.P.P. Fifth is a 
lay-by sale, in which a customer pays a deposit and the store holds the 
goods till they are fully paid for, when they are either taken away by 
the customer from the lay-by department or delivered to her address. 
Each of these types of sale, together with others, is taking place at the 
rate of hundreds or thousands or even tens of thousands a day and it 
is the job of the accounting department to see that they are handled—as 
far as store records are concerned—as quickly as possible. 

To live up to the ideal “To-day’s work must be done to-day” is the 
goal of this department and it needs efficient organisation and constant 
vigilance on the part of everyone concerned to see that it is achieved. 

Now let us see what happens when these various types of sale are 
made in the store. 

(1) Cash sale—goods taken. Docket is made out showing department 
number, assistant’s number, date, description of goods and amount. 
Cash is either handed to a cashier on the floor or a cash desk perhaps 
in a central position in the store by means of a tube system. 

The value of dockets taken by each cashier is added and this must 
agree with cash in the till. When agreement is established the dockets 
are ready to be credited to the department making the sale. Where cash 
registers are used the issue of a docket can be avoided. 

(2) Goods sent P.O.D. is merely a variation of cash sale, the deposit, 
if any, being credited to P.O.D. department and the cash, when collected 
by the carter, also matched with balance as shown on the docket and 
credited to P.O.D. When dissected the total debit of the docket is 
charged to P.O.D. to offset the cash which is credited, while the 
department receives the credit. 

(3) A credit sale first has to be passed by an officer or officers charged 
with the task of seeing that the item is properly chargeable to a 
customer’s account, i.e. that it is the customer, or someone authorised by 
her, who is buying and that the account is in order to receive the debit. 

When it is considered that there are thousands of entry customers 
daily, who buy and take the goods away with them, the fact that the 
credit, in most cases, is authorised in less than half a minute where 
“O.K.” ’phones are'used, and something over a minute when pneumatic 
tubes are used, means that a considerable amount of organisation has 
been done behind the scenes. Not the least requisite is that customers’ 
ledger and statements must be posted up to date. 

Secondly, authorising officers must have an extensive knowledge of 
the accounts under their control. 

(4) When a customer sends money, and asks that certain goods be 
sent in return, it is usual to post the cash to a card, containing customer’s 
name and address, and the subsequent debit for the goods is posted there 
also. In view of the fact that such sales are really cash sales by mail, 
they could be treated as such without opening personal accounts for 
customers, but the value of having a record of the purchases of country 
customers, so that they may be followed up for future business, far 
outweighs any extra effort and expense that is necessary to keep these 
accounts in the books. This also obviates the necessity of returning 

change in the event of the exact value of the goods not being sent. 
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(5) The lay-by is nowadays an extremely important section of a retail 
store and this service is being used more and more by the shopping 
public. The customer feels that she can take advantage of a reduced 
price, or feels that she will want a certain garment in a month or two 
and may not have the ready cash to purchase at the moment, so she 
uses the lay-by. 

Each lay-by transaction is given a number, and that number must be 
quoted when making payments and finally taking away the goods. A 
card made out for every transaction bears this number, as well as the 
name of the customer. The cards are filed away numerically, but a 
secondary record of some sort is kept alphabetically, so that the goods 
can be traced if the customer loses her docket and number. 

Full credit is taken at the time of sale, the debit being charged to 
lay-by, while the credit is passed to the department. Cash received as 
deposit and instalments is credited to lay-by, so that at any time the 
balance in the lay-by account represents the total amount owing by 
customers for goods, still the property of the store. 

Technically, the sale has not been made, as delivery has not been 
effected, and at any time a customer may cease making payments, when 
the goods must be taken into stock and lay-by debited again. Therefore, 
it is a wise accounting procedure to provide a reserve to cover trans- 
actions that may not be completed. 

All of the classes of transactions described above, and others also, 
are being made all over the store all through the day, and at regular 
intervals the dockets find their way to the accounting department. As 
the credit dockets arrive, they are checked for correctness of extensions 
and additions. In some stores they are also referred to ledger typists, 
who satisfy themselves that the charges may be taken up, or take 
appropriate action if the account is a bad one, and stamp the dockets 
with their ledger stamp, thus making subsequent sorting into ledgers 
easier. 

The dockets are accumulated in the dissection office, and it is good 
practice to have the whole of one or more of the classifications ready 
for dissection or analysis first thing the next morning before actually 
commencing the dissection. 

If mechanical means of analysis are available (there are several 
machines on the market for doing this) the dockets are analysed 
departmentally by classifications, e.g., entry vouchers, lay-by, P.O.D. 
and C.W.O. classifications are debited with their respective totals and 
departmental sales credited. Thus total departmental sales by classi- 
fications and store totals of classifications themselves are arrived at in 
the one process. This sales analysis should be completed the day 
following the sale so that the dockets can be passed on and departmental 
figures prepared for executives without delay. 

Dockets are then checked against the sales assistants’ indices and 
missing vouchers listed and subequently followed up if they do not come 
to hand in a day or so. Every docket number must be accounted for, 
and the dockets are scrutinised for authorisation in the case of entry 
sales, cashiers’ stamp in the cash sales, supervisors’ signatures on those 
dockets which require them, and various other details of audit. 

After audit the entry dockets, C.W.O., lay-by, etc., are sorted 
alphabetically and again totalled, these totals agreeing (or nearly so) 
with the totals established by the dissection office. I say nearly so, for 
in adding thousands of dockets written by hundreds of different sales 
persons it is possible for an assistant in the dissection office to read a 
figure differently from one adding for ledger totals. It would not be 
worth while checking everything for a few shillings, especially as in the 
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process of posting the totals are again verified, so that the final results 
are those accepted. 

The entry dockets are bundled in ledger order and the bundles added 
and check added to give pre-determined total for ledger machines to 
agree with postings to customers’ statements. 

Credit dockets, P.O.D. dockets, C.W.O. dockets must arrive at their 
destinations for posting and attention as early as possible, so that the 
smoothest organisation and the best equipment is needed to keep the 
flow of work moving rapidly from one stage to the next till the dockets 
are ultimately filed away. 

A privilege accorded to account customers is that of taking goods on 
approbation. Dockets for goods on approbation are made out in special 
books in the departments and the quickest way to handle the records in 
the office is to file them alphabetically in a Sortergraf, after totalling 
them each day. If the goods or part of them are returned, an Approba- 
tion Credit is issued in the department for the portion returned. In the 
office these credits are totalled each day and the corresponding debit is 
drawn out of the Sortergraf. 

If the whole of the goods covered by the docket are not returned, 
an active debit or transfer is made to the customer’s account to square 
the approbation debit. The total of credits and transfers must equal the 
total of the dockets drawn out, so that, at any time, the total of the 
dockets left in the Sortergraf is the value of the goods out on approba- 
tion. 

Where the goods are not returned within a specified time, the 
approbation docket is sent to the ledger with instructions to charge, and 
if the account is in order it is routed through the dissection office so 
that the department will receive the credit of the sale and sundry 
debtors the debit. A similar process is followed in the case of the 
transfers referred to above. 

At the end of the trading period the dockets covering the goods on 
approbation, which form still part of departmental stock, are analysed 
by departments, the value reduced to cost, and the department credited 
with the resultant figure as part of the stock on hand. 

Goods sent to the advertising department for advertising copy, or to 
factory or manufacturer, are sent out on the approbation routine, so that 
complete control of stock sent out of the department, without being 
charged to customers’ accounts, is maintained. 

Further types of sale which deserve mention are: 

(1) Deposit Sales, i.ec., where a deposit is made on ordering the goods 
(e.g., a suit to be made) and the balance on delivery. 

These transactions are regarded as incomplete until the final delivery 
of the goods and full collection of the purchase price. The deposits as 
received are recorded as liabilities, which are to be cancelled on com- 
pletion of the transaction. A receipt is given to the customer for the 
deposit and when the balance is paid a further receipt is made out for 
this amount—these receipt numbers and amounts being referenced on 
the docket charging the goods. The gross amount of the sale is credited 
to the department in the dissection office and the debit is charged to the 
deposit ledger, to offset the credit from the receipts. A control account 
in the general ledger shows the total amount of outstanding deposits. 

(2) Instalment Sales. Goods such as radios, refrigerators, vacuum 
cleaners and furniture, which are of a comparatively lasting nature, 
are often sold on this basis, where the customer actually has the use of 
the goods while he is paying for them but the title does not pass until 
final payment is made. 

The cash value of the sale is credited at the time of delivery to the 
department, the interest charge being credited to interest account. 
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A special accounting problem connected with this class of sale, is that 
of repossession of merchandise, where accounts become uncollectable. 
Stores attempt to avoid repossession, if possible, because repossessed 
merchandise is difficult to resell or the handling thereof is likely to 
conflict with store policies. Also, the expense of repossession and recon- 
ditioning often consumes all profit on the transaction. 

Nevertheless, repossession is often necessary as a matter of principle, 
to uphold the credit policy of the store. 

The best accounting method is to place a selling price on the 
repossessed goods and take them into stock at this selling price “as is,” 
that is, without inclusion of reconditioning expense, with a cost price 
obtained by the deduction of the average departmental mark-up. This 
cost, as determined, is credited to the customer’s account. If the account 
exceeds the credit the difference is charged to bad debts. 

However, legislation varies in different States as to what, if any, the 
customer is entitled upon repossession and resale, so that the accounting 
treatment suggested above can be used only if the law allows. 


Discounts 

As a general rule, the only persons to whom a discount is allowed off 
selling prices are employees and the trade. If such sales are made on 
credit the full price is charged on the account, the discount being allowed 
only if the goods are paid for within the terms of trading. In the case 
of discount sales made for cash, the department must receive the full 
benefit of the sale price in order that the correct cost may be maintained, 
so that the difference between the cash collected and the gross value of 
the sale is debited to discount account, and this becomes a deduction 
from trading profit before net profit is struck. 


CusToMERS’ CREDITS 

Having discussed a number of different sales transactions, there 
remains to be reviewed the procedure to be followed when the customer 
returns the goods. 

Ordinary credit account customers present no difficulty, for on arrival! 
at the department a credit note is made out crediting the customer, and 
this is passed through the dissection office, debiting the departmental 
sales and crediting sundry debtors. Posting is made to customers’ 
ledger by ledger typists, who prove the correctness of their postings by 
agreeing with the dissection office totals. 

However, credits for goods purchased for cash when goods to an equal 
value are not purchased in exchange at the same department, present 
greater difficulty. 

A cash credit is issued to the customer and this virtually becomes an 
order on any other department in the store. With this the customer can 
shop until the credit is exhausted, the amount of purchases being recorded 
on the face or back of the credit as they are made. 

The credit must be taken up in a cash credit ledger, while the depart- 
ment whose goods were returned is debited. 

When subsequent sales dockets are made out they are referenced 
with the cash credit number and pass through the dissection office as a 
credit to departmental sales and debit to cash credit ledger, where they 
are taken up. 

This cash credit ledger is a useful place to take up credit notes where 
a regular customer’s account cannot be found to credit with goods 
returned. As you might imagine, this can easily happen in a big store 
with many customers of the same name, if incorrect or no initials are 
given to the carter when the goods are handed to him. 

It frequently happens that a customer may have sent goods to a 
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friend and that friend may wish to return them. If she has not an 
account the credit will be held in the cash credit ledger till she presents 
the credit note and shops against it. 

In certain circumstances the store will refund the cash to a cash 
customer returning the goods. 

We have now examined procedure from before the merchandise is 
ordered till after it is sold, and in doing so have covered all the entries 
necessary for the departmental trading account, i.e., opening stock, 
purchases (less transfers) on the debit side and sales on the credit side. 
If stock is now taken and closing stock entered on the credit side, the 
difference between the total of debits and credits represents gross profit 
earned. The percentage this gross profit bears to sales is ascertained 
and if all control methods we have examined have been adhered to, this 
percentage should equal or exceed the figure required by the store to 
cover expenses and provide profit and reserves. 

Trading accounts are completed for each department and a store-wide 
figure established for sales, stocks and gross profit. 

Departmental buyers and merchandise heads are often recompensed 
on the success, or otherwise, of their departments, so that naturally a 
healthy gross profit is aimed at. However, too high a profit rate may be 
worse than one that is too low, for if it has come about through prices 
having been set too high, valuable customers may easily have been lost. 
Small profits, quick returns, and heavy volume are the signs of a healthy 
business, and in this connection the rate of stock turn is a valuable guide 
in assessing the success or otherwise of a department’s trading. 

Rate of stock turn is ascertained as follows: Stock on hand each 
month and at the period end are added and the total divided by the months 
in the period, giving the average stock on hand by months for the period. 
This figure is divided into total sales reduced to cost and the result is the 
number of times the stock has been turned over. 

This may vary from twice in the case of slow-moving stocks, of which 
a great variety must be held in stock, to ten or more times in the case of 
merchandise selling constantly and rapidly all the time, though stocks 
may be held lightly, e.g., tobacco, sweets, etc. 

The store chief executive assesses the success of each department on 
the sales made, condition of stocks on hand, gross profit rate and stock 
turn, all factors appertaining to the trading account. 

There is one item, however, that vitally affects the department’s 
contribution to the net profit of the store, and that is the cost of selling 
the merchandise during the period. This cost is known as the selling 
rate and is the percentage the total salaries paid to sales assistants bears 
to sales. The lower this rate, the higher the net profit, and vice versa. 

We have seen that the store (or staff manager) is primarily respon- 
sible for the service of the store and therefore, for the departmental 
selling staff, but this latter factor is closely watched by the buyer as 
well, as it concerns his profits also. 

By far the most important part of the store activities is concerned with 
the buying and selling of merchandise, or the trading account plus 
departmental salaries, and it remains for the other profit and loss items 
to be brought within the gross profit margin (less profit desired) to 
enable a successful trading period to be concluded. 

Expenses of maintenance, occupancy, publicity, delivery, accountancy, 
etc., are constantly watched and compared with similar figures for 
previous periods and with present turnover, so that in a well run store 
a successful selling season should result in a succesful net profit and 
consequently the payment of adequate dividends to shareholders as well 
as taxation to the government. 
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Industrial Costing. Overhead and Standing Orders 
By H. B. WILLIAMSON, A.I.C.A. 


It cannot be sufficiently stressed that the main essential of efficient 
Costing is a scientific treatment of Overhead, and this subject can best 
be examined by setting out a mythical set of Expense Accounts and 
following them through to their conclusion, the end in view being Cost 
Standards and allocation of all expense to Service Departments, Shops 
and Machine Classes. 

The procedure can best be followed by outlining the requirements of 
an assumed factory as regards Production and Service, together with 
a series of Main Expense Accounts, and Sub-Accounts which are the 
itemised details of these latter. 


Production Departments 


A Pattern Shop C Foundry 
B Machine Shop D Finishing Shop 
Service Departments 
G Administrative M Research and Development 
H Drawings and Designs N Tool Room 
I Planning and Inspection O Transport 
J Progress P Compressed Air 
K Stores Q Crane Service 
L Plant 
Main Expense Accounts 
20 Occupancy 27 Lighting 
21 Interest 28 Tools and Cutter Cost 
22 Depreciation 29 Salaries 
23 Power ; 3C Labour 
24 Repairs and Maintenance 31 Leave 
25 Insurance 32 Sundries 


26 Rent, Rates, and Taxes 


Additional Main Accounts are unnecessary as detail is found in the 
Sub-Accounts. 

There is, however, a reason for setting them out in this fashion, that 
is the Budgetary Control. 

Accounts Nos. 20 to 28 are expenses which will be primarily utilised, 
in the Budget, for the purpose of predetermining Machine Class rate 
per hour, such rate being ascertained with the addition of a proportion 
of Shop Cost. 

They also facilitate the Analysis of Fixed Expense Detail, assembling, 
as they do, the main items so classified. 

Standing Orders are as their name implies, Orders authorising 
Expenditure and its basis of distribution, and should be identified by 
a series of Mnemonic Symbols. 

Production Departments: Alphabetical, A, B, C, etc. 

Service Departments: Alphabetical, G to Q. 

Machine Classes: Al, A2; Bl, B2, etc. 

Main Expense Accounts: 20 to 32. 

Expense Sub-Accounts: Standing Orders so allocated as to allow of 
addition of further Sub-Accounts. 

Series could be:001 to :040, :041 to -080, etc. 
If the Expense Account was Salaries (29), and its Sub-Account, -361, 
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it could be identified to Machine Class 2, Dept. C, under 29C2-361 or 

simply C2-361. 
Similarly, Labour to Service might be 30G 402. 
Service is apportioned by allocating figures below the decimal point: 


7 


2, °*3, et. 


A transfer from Research to Transport would be 0:7; Administrative 
to Pattern Shop, A:1, figures below the decimal point always being the 


account to be transferred. 


In the following series all items must be dissected as to Fixed and 
Variable Expense contained therein. Classification is as shown: 


S.O. 
20 


23 


24 


25 


26 


Expense 
Occupancy 
Fixed 
Variable 


Interest 
Fixed 


Variable 


Depreciation 
Fixed 


Variable 


Power 
Fixed 


Variable 
Repairs & Maintenance 
Fixed 


Variable 


Insurance 
Fixed 


Variable 


Rent, Rates, etc. 
Fixed 
Variable 


Lighting 
Fixed 
Variable 


From To 
-001 -020 
-021 -040 
-041 + -060 
-061 -080 
-081 -100 
-101 -120 
-121 -140 
-141 -160 
-161 -180 
-181 -200 
-201 -220 
221 -240 
-241 -260 
-261 -280 
-281 -300 
-301 -320 


-081 
-082 


-281 
- 282 





Sub-Account. 
Watchmen 
Cleaners 
Lift-drivers 
Building Repairs 
Building Depreciation 
Building Insurance 
Rents, Rates, Taxes, etc. 
Interest 


Machine Classes 


Sundry Fixed Assets 


Machine Classes 
Machine Tools & Equipment 


Air Compressor, Shop D 
Crane, Shop D 
Furniture & Fittings 


Machine Classes 

Shops A to D 

Crane, Shop D 

Machine Classes (Labour) 
Machine (Tools & Stores) 


Machine (Sundries) 
Shops A to D 

Crane, Shop D 

Air Compressor, Shop D 
Lorries, etc. 

Furniture & Fittings 


Machine Classes 

Machine (Tools & Equipment) 
Shops A to D (Workers’ Comp) 
Crane, Shop D 

Air Compressor, Shop D 
Furniture & Fittings 

Stores 


Machine Classes 


Machine Classes 
Shops 


Services 
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S.O. Expense 


Fixed 


Variable 
29 Salaries 

Fixed 

Variable 


30 Labour 
Fixed 
Variable 


31 Leave 


Fixed 
Variable 


32 Sundries 
Fixed 
Variable 


Shop. 


Costing. 








28 Machine Tools 
(Special equipment) 


From 


-321 
- 341 


-361 
- 381 


-401 
-421 


“441 
461 


-481 
-501 


To 


340 
-360 


-420 


28 


- 500 
-$20 


THE AUSTRALIAN ACCOUNTANT 


S.O. 





Sub-Account, 


-321 to -360 


-485 
- 486 
- 487 


Foremen (Machine Classes) 

Foremen (Shop Service) 

Administrative 

Drawings & Designs (Pro- 
fessional & Clerical) 

Planning & Inspection (Pro- 
fessional & Clerical) 

Progress Do. 

Stores, Clerical, etc. 


Skilled (Machine Classes) 

Skilled (Shop Service) 

Unskilled (Machine Classes) 

Unskilled (Shop Service) 

Storeman 

Timekeepers 

Lorry Drivers 

Crane Driver 

Air Compressor 

Annual (Salaries) Machine 

Classes 

Annual (Salaries) Shops 

Annual (Salaries) Services 

Sick (Salaries) Machine Classes 

Sick (Salaries) Shops 

Sick (Salaries) Services 

Long Service (Salaries) 
Machine Classes 

Long Service, Shops 

Long Service, Services 

Annual (Labour) Machine 

i Classes, etc. 

Etc. 


Printing & Stationery 
Post & Telegrams 
Telephone 

Sundry Supplies 
Stores Adjustments 
General Research 
Idle Time 


-488/90 Variance Accounts 


A glance at these Sub-Accounts (Subsidiary Ledger) will make it 
clear that they are directly allocable to some Service, Machine Class or 


With accounts so designed, and the costs predetermined as a basis for 
Budgetary Control, it will be appreciated that, after all, the introduction 
of Cost Standards is not such a fearsome and expensive business; the 
items will be probably in the Books in some form under any system of 


The only additional accounts required are Machine Class, to which 
will be transferred a proportion of Shop Service, the balance of this latter 
being distributed to production on a Labour Hour basis. 

Sources of prime entry must disclose the distribution of all charges. 

Unless the Main Expense Account is apportionable upon some pro- 
portional basis, a Sub-Account should be in evidence for direct charges 
to Services, Shops, or Machine Classes. 
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The basis for all allocation will naturally have been determined 
previously, when setting up Standing Orders. 

The preceding classification simplifies the analysis of all expenditure, 
as, when expense detail in connection with any Department is desired, 
it can be gathered from the Sub-Account concerned. 

The possibility of the system becoming unwieldy owing to multitudinous 
accounts, as is so often the case, is also eliminated with the introduction of 
the tabular system of charging up expenses, one columnar sub-account 
being sufficient for all Machine Classes, another for Services, etc. 

A Standard Sheet to meet all contingencies should be the aim, and as 
Main Expense Accounts should be transferred to Shop and Machine 
Classes as separate items, and there are thirteen of these Accounts, a 
sixteen column Sheet would suffice; one for a proportion of Shop Cost 
to Machines, one for Total and a credit column for transfer. 

There are in this particular system eleven Service Departments, four 
Production Departments and six Machine Classes, and sixteen columns 
would be found to meet not only this, but all practical purposes, either 
in Ledger or Card System. 

The transference of a proportion of Shop Costs eliminates the necessity 
for the application of a Supplementary rate, and should be Budgeted for 
in arriving at Machine rate per hour. 

At the close of each Cost period, the Standards come into operation. 

Particulars of Direct Labour and Machine hours being available for 
all Machines and Shops, Standard Expense consumed can be credited to 
Shop and Machine Accounts and debited to Works in Process. 

There will in all probability be differences, consisting both of Idle 
Capacity and Expense Variances; these should be capable of analysis 
by means of the controlling Budget, and can be transferred to Sub- 
Accounts opened for that purpose, although it is possible to distribute 
as a Supplementary rate or adjust in the following period. The latter 
are not recommended. 

At the close of the fiscal period Work in Process will be carried 
forward in that account, completed production transferred to Finished 
Goods Account, and Idle Time and Variance to Profit and Loss. 

Through the Subsidiary Ledgers, therefore, total control of Overhead 
is reasonably assured, but Standards must be further applied to Job and 
Production Orders. 

It is quite possible that Budgeted expense may be consumed, and yet 
desired Production not be attained; the reasons, however, will not be 
evident without close scrutiny of all Production Costs. 

Somewhere in the process of manufacture, Time has not been fully 
utilised; various units of production have exceeded the Standard time 
allotted to them. 

This is revealed in the Expense Variance Accounts which should be an 
integral part of all Jobs and Production Orders. 























91 





THE AUSTRALIAN ACCOUNTANT 





1942 


Wartime Responsibilities of Business Executives 
By C. L. S. Hewitt, 8.cOM., A.C.A.A., A.1.C.A., A.A.LS. 


In recent weeks there has been a number of important Government 
decisions announced, some of which have been embodied in regulations. 


“Cost Plus’ Enquiry 

On December 19 it was announced that the details of an entirely 
new system of costing for Government war contracts is being prepared 
and it will probably operate from the beginning of this year. No specific 
details have been given of the method of remuneration, although the 
opposition to the method of “Cost plus” remuneration has been recently 
growing more marked. A significant feature of this announcement was 
the statement that some form of “Cost plus” contracting is inevitable. 


Insurance Against War Risks 

On January 1 the Treasurer stated that the Government had decided 
that as regards private buildings the benefits to be provided under the 
scheme of war damages insurance would apply retrospectively as from 
January 1, 1942. The premiums would also be payable from that date. 
This provisional cover has not been extended to movable goods and 
plant, and the insurance of these items which will most likely be on a 
voluntary basis, will not begin until the scheme is implemented under 
National Security Regulations. 

Suspension of Import Licences 

On January 1, 1942, the Minister for Customs took action to suspend 
the issue of licences for a number of commodities imported from the non- 
sterling area. This is a provisional step, and before deciding whether 
complete prohibition will apply in the future, discussions will take place 
with trade representatives. 

Restrictions on Sales 

With the increase of shipping difficulties the Government has taken 
action to reduce the sales of certain essential commodities, and although 
no comprehensive scheme of rationing has been introduced, sales of 
many articles to private consumers have been forbidden. Goods which 
have been “frozen” include :— 

Producer Gas Units, 
Spare parts for certain cars and trucks, 
Raw silk, 

Bristles for brushware, 
Tool brush handles, 
Certain timbers, 
Tinplate, 

Fibres and jute goods, 
Cordage cotton, 
Rubber manufactures, 
Paint, 

Hand tools, 

Cleaning materials. 

Heavy penalties are provided for any person buying or selling these 
commodities in contravention of the Government’s proclamations. The 
shortages of such goods would in normal times result in higher prices; 
this is now forbidden under price control regulations, and it is interesting 
to note that a buyer at a price in excess of the legal maximum is as guilty 
as a seller who unlawfully raises his prices. 











92 THE AUSTRALIAN ACCOUNTANT FEB. 


Amendment to the National Security (Supplementary) Regulation 
S.R. 1941, No. 303 

The Treasurer is empowered to free any banker from fulfilling an 
obligation to carry on business or make payments that he would be 
normally required to make at any specified place if, as a result of wartime 
operations or evacuation any banker is unable to carry on business at 
that place. This solves the difficulty of meeting cheques domiciled at a 
place that may become the scene of enemy action. 


Amendment of National Security (Capital Issues) Regulations 
An additional regulation forbids any corporate body other than certain 
specified organisations from accepting without the consent of the 
Treasurer any deposit which would increase the total amount of deposits 
held by more than £1,500 over the maximum held at any time between 
June 30, 1938, and December 27, 1941. 


Amendment of Defence Impressment Order 

This amendment provides for the appointment of assessment com- 
mittees to assess the compensation payable in respect of specified 
animals or goods requisitioned by the Government. Owners of property 
must not fail to comply with a requisition order merely because they are 
not satisfied with the initial value placed on the goods by the requisition- 
ing authority. 

National Security (Housing of War Workers) Regulations 

Complementary to the control exercised over the letting of premises 
under the Landlord and Tenant Regulations are the provisions of the 
Housing of War Workers Regulations. These make even more stringent 
the provisions as to evictions in certain cases. 


National Security (War Injuries Compensation) Regulations: 
S.R. 1942, No. 9 
The basis under which pensions and compensation in respect of death 
or incapacity caused by a person having sustained in Australia a war 
injury are set out in full in these regulations. Full information is given 
as to the amount of any independent income that may be received by 
any claimant. 


National Security (Maritime Industry) Regulations 
Under these regulations the Maritime Industry Commission is given 
full power to determine the wages and other working conditions of 
persons employed on ships registered in Australia or engaged in the 
coasting trade. ' 


Amendment of the National Security (General) Regulations : 
S.R. 1941, No. 325 
An amendment to Regulation 13A removes any prohibition upon the 
use in the address or in place of the name of the sender of a telegram of 
any abbreviated or code address registered in accordance with the 
telegraph regulations. 


Protection of Persons and Property Order No. 3 

A regulation of a somewhat less serious nature was recently made by 
the State Government in Queensland. This provides that no person 
selling a newspaper in any city or town in Queensland shall, in trying 
to effect a sale, make use of any word other than the word “Paper” and 
the name of the newspaper concerned. This restriction upon the 
“melodious” chant of the news vendor is referred to as the “Protection 
of Persons and Property Order No. 3.” 
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The Cost Investigator 
By A. J. GAIRNS, F.F.I.A., A.A.LS., A.C.A.A., L.C.A, 


The Cost-Accountant called in to a firm which is in difficulties has a 
task most vital to his clients or employers and possessing, in many cases, 
most difficult, tiresome and elusive characteristics. It may be that the 
firm has definitely shown certain losses or set-backs; or has a line 
developed which it is unable to market or, on the other hand, has 
located a department which is unpayable but is reluctant to abandon. 
On the other hand, the straightout installation of a costing system, either 
partial or complete, often brings the cost man to the point of proving or 
explaining his cost findings. 

I have found from my experience that even in an establishment with a 
complete costing system the relative discrepancies thrown up under 
the system must be explained and, in many cases, remedied by the Cost 
Accountant. Continually, he is being asked to look into a certain state of 
affairs, an unexpected or unexplained loss or profit, or make an estimate 
of the position if a certain state of affairs was to operate. 


First RESULTS 


Let us commence this discussion with the position arising from the 
first results after installing a new system and fixing overhead rates. 
Most are familiar with the usual routine in installing a set of standard 
costs. Briefly, a budget of expenses is compiled covering a certain 
period (usually 12 months) in advance. These expenses are carefully 
and scientifically allocated to departments, machines, or processes and, 
once split in this manner, are charged into standard costs either on a 
machine rate, percentage to direct labour or to prime cost, on a rate per 
direct hour worked, or some other equitable basis. Then, even before 
the book-keeping is commenced, there begins, in most firms, a tedious 
compilation of all the working jobs and current costs are worked out on 
the new basis. Once these are ready, factory productions can be com- 
piled at standard rates and subsequently compared with actual figures 
for material, labour and expense. Long before this stage is reached, 
however, the results from these calculations of standards will be placed 
before those interested, with generally upsetting results. Particularly 
may this be so, if the firm has been experiencing some loss for, in nine 
out of ten cases of this kind, the fault seems to lie with either unabsorbed 
or wrongly absorbed expense. The questions which will naturally 
follow will usually be along these lines :— 

“These costs are too high. We simply cannot get business on this 
basis. Are you sure the figures are right ?” 
“You are charging 100% overhead for department A. That is 
ridiculous. We suggest a wrong calculation.” 
“Assuming your cost is right, would you suggest abandoning this 
line?” 
PROVING THE ANSWERS 

I would say, in all cases, that the Cost Accountant would, firstly, 
insist on a completion of a short accounting period and tabulate fully the 
results therefrom, before he proceeds to answer these questions. 

He would ask for an immediate stocktaking of finished goods, work in 
progress and raw material stocks. He would place all wage-payments 
on a departmental basis and re-arrange his purchases so as to obtain 
accurately all purchases of raw materials, etc., and the proper allocation 
of factory expense items. This article does not propose to deal with 
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the machinery necessary to obtain the costing set-up. It will be sufficient 
here to say that a suitable accounting period must be chosen of say a 
month or four weeks and a further stocktaking ordered at the expiration 
thereof. It is often not necessary to take finished goods stock again, 
provided a stock-control system is in operation, as most systems provide 
for an estimate only of this big item to be checked at the half-yearly or 
annual balances. 

Once the costing figures are completed and the books balanced, they 
should show profit or loss variances of production at standard checked 
against actual labour, material and expense figures for the period. It is 
these figures which provide the answer to question No. 1 (above). As 
long as the variance is small (say up to 10%) this is proof that the 
standards (as a whole) check up with actual figures, and as period after 
period is set out in this manner, management can see for itself the 
position at any given time. 


First Costs OFTEN WRONG 


I hasten, at this stage, to correct the impression that, in the iratial 
stages of a costing system the costs will thus always be proven right. 
Rather the contrary, for it has often been said that a period of three to 
five years is needed properly to institute a cost system covering all 
requirements of a business. In most cases the information supplied for 
the compilation of standard costs in the initial stages has been supplied 
from some old, untried, and generally unsatisfactory record which is the 
only means available on which to commence the system. Such a state of 
affairs is usually revealed by considerable losses in labour or material. 
In regard to the former, the discrepancy may be due to insufficient 
absorption of waiting time, breakdowns, factory cleaners and repair 
gangs which, rightly enough, are included under the heading “direct 
wages.” If the material is at fault, it is apparent that allowances for 
waste, rejects and scrap are insufficient, or maybe weights and volume 
calculations are definitely lax and this section should be tightened. The 
Accountant, in his capacity as investigator, should institute physical 
tests in this regard and report any short or overweights. The time 
element may be checked by securing access to workmen’s time records 
and checking standards with actual daily output. 

It is obvious that a great deal of the investigation in these two 
categories must be referred back to the responsible factory officials, but 
if, however, the loss (or profit) is mainly that of expense, the dis- 
crepancy becomes one of his own making, and should be rechecked 
accordingly. It miay be that he has, in making provision for con- 
tingencies, been too pessimistic or optimistic, as the case may be, or may 
even have been given wrong figures as to hours worked, etc., by the 
factory officials. This re-check should provide an answer to the second 
question. It is apparent that, if any serious error is discovered in any 
one of these elements of cost, the standards should be revised and 
corrected. 

UNPAYABLE LINES 

The third question brings up the matter of advice regarding the 
results of the new standards. Although this must usually revert to the 
technical officials concerned, the Cost Accountant is invariably present 
at any discussion and can usually offer many points to help which have 
been gleaned from his experience. If costs are high, the remedy generally 
lies in reducing prime costs. Perhaps a cheaper stock will be substituted. 
It must be also borne in mind that times may be excessive. If these are 
estimates only, the cost investigator should insist on the taking of a time 
and motion study and submit the results to the management. If these 
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matters are fully covered the expense angle can be investigated only by 
points, such as transference of the job to other departments, reduction of 
overheads, such as inefficient foremen, etc. Often a discussion on one 
key line such as this will lead to much deeper matters, such as the 
possibility or actual confirmation of the existence of an unpayable 
department. If the line itself has to go is the work of the department 
worth while? It has often been found that the profit-earning capacities 
of many departments have been nullified by one or more non-payable 
departments, thus making the business as a whole a mediocre one only. 

The cost-investigation can be assisted, if this is suspected, by 
departmentalisation of the costing system. This is achieved by record- 
ing all departmental transfers, and dissecting stocks and purchases and 
wages so that individual results are obtainable, and this point settled 
for all time. This would mean a complete costing system. 


DEPARTMENTAL LOSSES 

It must be admitted, at this stage, that investigations into departmental 
losses often lead to considerable research, and open up many avenues 
of correction. One often strikes the case (particularly in the early stages 
of a costing system where an early decision is important) where the 
figures produced by the Cost Accountant reveal a loss, but such fact 
is not acceptable to management. The facts perhaps are pointed out 
that extremely high prices are being obtained, that the article is being 
produced at reasonable cost with minimum expense. Why is there a 
loss ? 

The investigator’s first duty again is to set his house in order and 
verify his figures. I am afraid in most cases like this where the 
management refuses to accept the news as being as bad as it is made out, 
that some error of record or of principle will be found which, while 
usually not the fault of the Accountant, has resulted in false figures. 
In one such case, I found that instructions given by management to the 
sales department to increase prices had not been carried out. In another, 
I ascertained that transfers from one department to the other had not 
been recorded, to the detriment of the former. A recent example 
revealed the case of raw materials loaned out to a friendly competitor 
not being recorded, and thus being charged as materials used. Of course, 
in many cases, the figures are proved to be all too correct and the fault 
to lie in a low wastage allowance, extra operations in manufacture, etc. 
Often these facts take a great deal of discovering. 


UsING THE FicuRES 

The successful cost-investigator must obviously develop a high sense 
of technical knowledge in his particular trade. He must secure, as well, 
the confidence of the technical officers to the organisation, as often their 
co-operation is positively essential to the success of his work His main 
line of approach in all cases, however, is to ascertain the correctness of 
his own figures and, having done so, then to split them up into all the 
components making up the cost. For instance, I would never be 
satisfied to submit to management a manufacturing account with the 
one item “cost of goods manufactured.” This should be split into such 
sections as :— 
Opening stock. 
Materials used. 
Royalties. 
Direct labour. 
Outside purchases. 
Direct manufacturing expenses. 
Closing stock. 
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A further useful adjunct in an investigation is to be able to produce the 
figures in such a manner as they are clear to all to see. This can only 
be done by using the tabular system and carrying forward totals pro- 
gressively. This enables quick comparisons to be made and abnormalities 
noted. Each department should be kept separate, and the lot recorded 
in some convenient summary book. Typed statements of accounts are 
usually unsatisfactory, but, if some form of clearly-presented book is 
kept up to date and opened up and explained to the responsible officials, 
the facts are clearer and simpler and of assistance to all concerned. 


STOCKTAKING ADJUSTMENTS 


It is remarkable how a Cost Accountant who is alive to the possibility 
of a thorough and searching inquiry into his results, will prepare 
methodically for this at each stage of his work. The assessment and 
valuation of stocks is an excellent example of this. The wary cost man 
will evolve many systems by which the accuracy of his stocks will be 
checked. Obviously, a stock control of raw materials and of finished 
goods will provide a means of readily certifying two of the most likely 
sources of error. 

In addition, he must carefully watch all the other items which are 
not subject usually to stock control. I refer to outside purchases and 
stocks such as fuel, tools, engineers’ sundries, etc. An excellent means 
of keeping these lines in mind is for the entry and handling of purchases 
to be kept more in the keeping of the Cost Accountant, and so used to 
assess the accuracy of stocks in hand. I would definitely tie up the 
purchase entries with the record of goods inwards, as the dates on clients’ 
invoices are often no indication of the date when the goods were 
received. It is this preparation for questions to come that has decided 


me to take a very active part in factory stocktaking and the whole of the 
costing staff usually partake in this big operation. If precautions are 
taken along these lines, the cost investigator is at least certain that one 
of his biggest fields of error is closed, and the rest of his work is more 
or less clear and straight ahead. 
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